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Kansas saves Iwenty Years 


An Advertisement of 
the American Telephone and Telegraph Company 


More than three hundred 
studies are being carried on 
constantly by the research, 
engineering and business staffs 
of the American Telephone and Tele- 
graph Company and the associated 
companies of the Bell System to ac- 
complish definite improvements in 
telephone service. 

In 1927 the number of local calls 
not completed on the first attempt 
was reduced by 5 per cent. This means 

the better handling of 200,000,000 calls 
a year. 

In 1926 the average time of handling 
toll and long distance calls was 2 min- 
utes. In 1927 this average was reduced 
to 11% minutes, with further improve- 
ments in voice transmission. 

On 6,820,000 long distance and toll 





calls made in Kansas in 1927 an 
average reduction of a minute 
and a half was made on each 
call—a total of twenty years 
saved. These more than three hun- 
dred special studies have as their goal 
definite improvements in local, toll and 
long distance service. It is the policy 
of the Bell System to furnish the best 
possible service at the least cost to 
the user. 

The American Telephone and Tele- 
graph Company accepts its respon- 
sibility for a nation-wide telephone 
service as a public trust. It is funda- 
mental in the policy of the company 
that all earnings after regular divi- 
dends and a surplus for financial secur- 
ity be used to give more and better 
service to the public. 
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PROBLEMS OF RURAL ELECTRIC SERVICE: 
THE POTENTIAL MARKET 


By HANINA ZINDER* 


MAGINATIVE enthusiasts for rural 
electrification have leaped to many 
ill-considered conclusions regarding 

both its social and its economic possi- 
bilities. On the other hand, some still 
refuse to consider the problem as having 
importance. However, there is a mani- 
fest demand for such service which must 
be considered. 

Conceivably, some farms are so far re- 
moved and isolated from centers of elec- 
trical distribution as to be economically 
out of reach of central station service. 
These will have to depend upon indi- 
vidual plants if electric service is de- 
sired. Considering, then, that only 30%} 
of the farms of the country are potential 
customers, one is confronted with the 
fact that it will require 700,000 miles of 
rural distribution lines to serve them, 
using the accepted average of 3 custom- 





*Editorial Note: This is the first of two articles on 
the problems of rural electric service. The second 
article, which will appear in the February issue of the 
Journal, will deal with the financing of rural line ex- 
tensions and rural rate schedules. These articles are 
the author’s attempt to analyze and interpret impar- 
tially the fundamental economic principles involved in 


ers per mile as a standard. At a repre- 
sentative cost of $1,000 per mile, these 
lines will require an investment of no 
less than $700,000,000. But to this line 
extension cost must be added at least 
an equal amount for local equipment 
costs such as transformers, service ex- 
tensions, meters and other equipment to 
enable use of the service. Thus, with 
reasonable and conservative estimates, 
it is evident that rural electrification 
within the limits of present technology 
will require at least the significant sum 
of $1,500,000,000 of capital expendi- 
tures. 

Many people regard the electrified 
farm as one effective means of stemming 
the migration of farmers to the city. In 
making farm life more attractive, no 
doubt, such a tendency exists. But, on 
the other hand, it may serve perma- 





the problems of rural electric service from the point 
of view of the utility as well as the farmer. 

1 The estimated 30% is that admitted and commonly 
assumed by leaders in the field of rural electrification, 
as being the ultimate extent of farm electric service as 
supplied by central station companies, based upon the 
present state of development in electrical distribution. 
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nently to raise the standard of living on 
the farm so that those farmers not able 
to afford electric service will leave. In 
the opinion of some agricultural econo- 
mists this latter tendency would be the 
more desirable. It would result in a nat- 
ural limitation of the supply of farm 
products until farm prices had risen high 
enough to allow the farmer to live up to 
this new standard. This, however, could 
only come about slowly and would cover 
a long period of time. 

Moreover, electricity applied in the 
farm home will unquestionably relieve 
much of the drudgery of house work. 
With the additional chores that are the 
duty of the farmer’s wife, this drudgery 
has been far more exhausting than in the 
city dwelling. Hence, a happier and 
more contented farmer invariably re- 
sults from the use of electricity on the 
farm. 

It would seem, then, from the point of 
view of the investment required and the 
vast field of possibilities for the applica- 
tion of electrical power together with the 
social significance of such service, that 
rural electrification is a problem of con- 
siderable importance and magnitude. 
This social significance can not be meas- 
ured in dollars and cents, but it is serving 
to make electricity on the farm a social 
necessity. It is, in reality, the driving 
force behind all efforts to seek ways and 
means to place rural electric service upon 
a profitable basis to the farmer. 

Furthermore, the latest census figures 
reveal the fact that 48% of the entire 
vopulation of the country reside in rural 
districts,? of which the farmer makes up 
28% to 30% of the total. For the most 
part these residents are without electric 





2 “Tn drawing the distinction between urban and rural 
population, all incorporated places (and all towns in 
Massachusetts, Rhode Island, and New Hampshire) 
having 2500 inhabitants or more are treated as urban 
and the remainder of the country as rural.’”” 14th Cen- 
sus of the United States, 1920, Vol. 1. 


service. Yet a recent survey of the pri- 
mary power used in agriculture made by 
the United States Department of Agri- 
culture shows the farmer group as being 
one of the largest primary power users in 
the country. With the aid of this power 
the farmer has been able to increase his 
volume of production over three times 
what it was 75 years ago. Here, then, 
is a vast field of expansion as yet only 
slightly entered by electrical power. 


History 


Although rural electrification is still 
in its developmental and experimental 
stage, it has passed its infancy for it 
dates back to the very beginnings of the 
electric light and power industry. In 
1879 two Frenchmen invented and ex- 
hibited an electric plow which actually 
operated, but was soon abandoned and 
forgotten.’ The time had not arrived for 
its practical consideration since the gen- 
eration, distribution, and utilization of 
electric power was still in its early stages 
of development. But even in this period 
it was generally recognized that there 
could be no great immediate profits from 
such service. The city with its factories 
and possibilities of centralized load pre- 
sented the natural and logical starting 
point for electric service. In the rapid 
development of the industry that fol- 
lowed the farmer was forgotten. 

Some 40 years later the industry had 
reached the point where its intercon- 
nected transmission lines formed a veri- 
table network over the country. Farm- 
ers viewed these high voltage transmis- 
sion lines, which in many instances 
passed over their own property, as the 
means of bringing electricity to their 
homes. The demand for service then 
grew to the point where central station 

3“A Milestone Passed in Rural Electric Service.” 


E. A. White—National Electric Light Association 
Bulletin, Sept., 1925. 
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managers realized it could no longer go 
unheeded. To tap these high tension 
lines at a cost of $40,000 to $50,000 for 
each group of farmers was not econom- 
ically possible, hence it became necessary 
to inform the farmer of these facts and 
commence an investigation of the prob- 
lem. At the same time that the above de- 
velopments were occurring in California, 
where considerable power was in demand 
for irrigation and drainage, rural service 
offered a really profitable field of expan- 
sion that led to its earlier development. 
This caused renewed widespread interest 
throughout the country. In 1920 the 
National Electric Light Association ap- 
pointed a committee known as the Rural 
Lines Committee to investigate and 
study the problem. However, for the 
most part, utilities were still very hesi- 
tant in extending rural service and, in 
order to cover the high investment per 
customer, charged what were really high 
rates. This caused considerable controv- 
ersy and antagonism between the farm- 
ers and utilities supplying the service. 
At this time surveys showed that ap- 
proximately 500,000 out of the 6,500,000 
farms in this country had electric service, 
of which 114% were supplied by means 
of individual lighting plants. Further- 
more, analysis began to be made of costs, 
rates, distribution, load-factors, and the 
relative advantages and disadvantages 
to both the utility and the farmer. All 
indicated that cooperation was impera- 
tive if a solution was to be expected. 
Therefore, in 1923, the Committee on 
the Relation of Electricity to Agriculture 
was founded. This Committee to-day 
consists of representatives of all the lead- 
ing farm and utility organizations, man- 





“A recent survey shows that 57 companies have 
established rural service departments and 43 others 
have trained men in charge. National Electric Light 
Association, Proceedings, 1927, Vol. 84, p. 83, Report 
of Rural Electric Service Committee. 


ufacturers of electrical and farm equip- 
ment, and the United States Depart- 
ments of Agriculture, Commerce, and 
the Interior. Its purpose has been to 
ascertain the facts of the problem and 
gain the cooperation of all those inter- 
ested. In over 20 states subcommittees 
were formed to build experimental farm 
lines and study the existing problems 
and possibilities of rural electric service. 
The result has been that many electric 
light and power companies with large 
rural territory have set up agricultural 
engineering departments to study and 
supervise the installation of farm lines.‘ 
However, while progress is in evidence, 
as yet the problem raises many ques- 
tions that need to be answered. 


The Market for Service’ 


An analysis of the market for electric 
energy outside of cities and large towns 
reveals three distinct groups, namely, 
(1) small outlying hamlets, (2) rural in- 
dustries, and (3) farms, plantations, and 
ranches. The third group is that about 
which we are chiefly concerned, but the 
first two play an important part when- 
ever they appear. Electrification of these 
hamlets and rural industries, such as 
quarries, brick and tile works, cream- 
eries and canneries, brings the distribu- 
tion lines farther into the farm territory. 
These lines are normally at voltages 
which would permit tapping for farm 
extensions along the route. In the same 
manner, the present tendency toward 
highway lighting bears an important re- 
lation to rural service. However, the 
market for service presented by these 
rural industries and even highway light- 


5 In this consideration of the market for electric serv- 
ice the farm power requirements are principally dis- 
cussed. It is recognized that from the central station 
point of view a profitable load may be built up from 
household uses alone, principally through the use of the 
electric range and refrigerator. 
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ing is small when compared to the 16 
billion horsepower hours used annually 
on the 6% million farms in this coun- 
try. 

Farm uses of power and its sources are 
graphically shown on Chart I, taken 
from a recent survey made by the 
United States Department of Agricul- 
ture. The problem thus becomes one of 
adapting the electric motor to perform 


the farmer’s work which can conven- 
iently be divided into field and station- 
ary work. 

It is evident from Chart I that over 
70% of farrn power requirements are for 
field work and hauling. Many attempts 
have been made to plow and cultivate 
by means of electrical power, but as yet 
this field work must be considered be- 
yond the horizon of present practica- 
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bility. The extent of the possibilities re- 
maining is shown cross-hatched on Chart 
I and amounts to approximately 5 billion 
horsepower hours annually. This work 
would include threshing, pumping for 
irrigation and drainage, and various 
miscellaneous operations, such as grind- 
ing feed, baling hay, shelling corn, cut- 
ting ensilage. This classification does 
not include household uses. Already 
part of this work is motorized on electri- 
fied farms, but still much has to be done 
before generally satisfactory results are 
obtained. 

The difficulties encountered in using 
the electric motor for this stationary 
work are that it must be portable and 
adapted to the speed of the farm equip- 
ment. To install permanently an electric 
motor for each task that may require but 
one hour a day or but several days out 
of the year is expensive. Then, too, for 
best efficiencies, the electric motor runs 
at high speed, whereas farm equipment 
must run at slow speed. A number of 
portable farm motors are on the market, 
but in many cases they require more 
than average ingenuity from the farmer 
to be able to fasten the motor for each 
operation and belt it properly. Much 
has been promised for standardizing 
farm equipment suitable for the electric 
motor, but progress is slow. However, 
the electric motor has its advantages 
which the farmer readily appreciates 
when he has the task of starting his gaso- 
line engine on a cold winter morning. Y 
Assuming, nevertheless, complete elec- 
trification of this type of work, its possi- 
bilities as a market for electric service 
present interesting problems. 

The figure of 5 billion horsepower 
hours appears large, but when distrib- 
uted over 6% million farms it results in 
an average of 45 kilowatt hours per 
farm per month. Certainly such a load 
is neither large nor attractive. Admit- 


tedly, this figure is only an average and 
will vary considerably with the size, 
type, and location of the farm itself. 
These variations from the average are 
important and need further study. A 
further computation of the averages by 
individual states strikingly brings out 
this variance and is shown in Table I. 


Taste I. Estimatep Farm Power Loap* 

















Annual} Month- 

H. P. H. P. |ly K.W. 
State Hours Number | Hours ‘ours 

(Thou- of Farms per per 

sands) t Farm | Farm 
es ea tha ot oe 29,000 9,900 | 2,930 | 182.0 
none Dakota. 225,000 77,700 | 2,900 | 180.1 
New Mexico...... 80,000 29,800 | 2,680 | 167.0 
South Dakota.... 185,000 74,700 | 2,480 | 154.0 
| Sips eeneaere 88,000 42,100 | 2,090 | 130.0 
Montana......... 115,000 57,700 | 2,000 | 125.0 
Washington...... 126,000 66,300 | 1,900 | 118.0 
Oregon........... 85,000 50,200 | 1,690 | 105.0 
a 354,000 213,439 | 1,660 | 103.0 
Nebraska........ 205,000 124,400 | 1,650 | 108.0 
Illinois........... 335.000 237,200 | 1,420 88.5 
Colorado......... 82,000 59,900 | 1,370 | 85.5 
Minnesota........ 239,000 179,478 | 1,330 83.0 
Kansas.......... 220,000 165,000 | 1,330 83.0 
Wyoming........ 19,000 1§,700 | 1,210 75.5 
| Serre 26,000 25,700 | 1,010 | 63.0 
Wisconsin........ 184,000 189,300 970 | 60.5 
New York........ 164,000 193,000 850 | 53.0 
New Jersey....... 24,000 29,700 810 | 50.5 
Indiana.......... 160,000 205,126 780 | 48.5 
io cccccoccccs 199,000 256,700 775 48.5 
California........ 925,000 117,700 785 | 48.5 
—— Re sais 154,000 202,200 760 | 47.5 
Rea ceens 100,000 135,500 740 46.0 
Rhode. Island ews 3,000 4,100 730 | 45-5 
Michigan......... 140,000 196,500 715 44-5 
Delaware......... 7,000 10, 100 685 42.6 
Oklahoma........ 124,000 192,000 645 40.5 
Massachusetts 20,000 32,000 625 39.0 
Connecticut...... 14,000 22,700 620 38.6 
Missouri......... 159,000 263,000 605 | 37-7 
, | 263,000 436,000 600 | 37.4 
Maryland........ 28,000 47,900 585 36.4 
Vermont......... 16,000 29,100 550 | 34.2 
New Hampshire . . 9,000 20,500 440 27.4 
Florida.......... 21,000 54,000 390 24.3 
BIAINB. . oo ccc 17,000 48,200 350 21.8 
oe ng ere oer 82,000 232,600 350 21.8 
Paria. tis score 56,000 186,200 300 18.7 
South ‘Cuvaiine . 49,000 192,700 250 15.6 
West Virginia..... 20,000 87,300 230 14.3 
Tennessee........ 50,000 252,800 200 12.5 
Georgia. . ne 58,000 310,700 190 11.8 
Kentucky... 50,000 270,600 185 11.5 
North Carolina... 43,000 269, 800 160 10.0 
Nevada.......... 5,000 3,200 155 9.7 
Mississippi....... 37,000 272,100 136 8.5 
Alabama......... 30,000 256, 100 120 7-5 
, re 5,624,000 | 6,448,600 957 59.6 
(Av.) 

















* Com meee from United States Department of Agriculture, 
Bulletin No. 1348, July, 1925. 

¢ Includes power used by tractors, stationary engines, wind- 
mills, and electric power. (The electric power included is only 
a fractional part of the total.) 
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It would appear that normally in only 
1§ states—Arizona, North Dakota, 
New Mexico, South Dakota, Idaho, 
Montana, Washington, Oregon, Iowa, 
Nebraska, Illinois, Colorado, Minne- 
sota, Kansas, and Wyoming, (indicated 
in the table by italics)—would electri- 
fication of this part of the farm work 
build up a desirable load.® It is recog- 
nized that even these figures are rough 
averages and possibly contrary to com- 
mon opinion, but, even so, they should 
form sufficient basis for questioning 
whether electrification of these farm 
power requirements in themselves will 
supply a sufficient load on the farm for 
profitable use of electric service. Fur- 
thermore, the above estimates assume a 
complete supplanting of the small and 
large engines and steam tractors on the 
farms, which is really only a possibility. 

The bird’s-eye view of the market for 
farm electric service as discussed above 
is, perhaps, over-pessimistic. The size, 
type and geographical location of the 
farms in the country (all interdependent 
factors) change the complexion of the 
problem and hold forth hope of success 
in a more limited field. 

It is known that farms tend to be 
smaller and more intensively used near 
the city, while farms 15 to 20 miles out 
raise general crops. Furthermore, it has 
been found that these small farms are 
frequently the most profitable and are 
of the dairy, poultry, small grain and 
live stock type. Table II shows clearly 
the constant fall in the number of elec- 
trified farms as distance to the market 
increases. 


® It is obvious that these states are principally those 
that are sparsely settled. Perhaps a better yardstick 
would be kilowatt-hours per farm per acre. However, 
the author feels that for present purposes, eliminating 
household uses, this analysis is sufficient. The complete 
analysis of the potential market is obtained only when 
the discussion following on the location and type of 
farm is considered together with the above facts. 


Taste II. Distance To MARKET OF 324 
ELectriFieD Farms* 











Number 

Miles to Market of Farms 
CG ODO a ee Oe ae een sore: 63 
Boose esi Pe oa eV Ge a REE 68 
Ss eens eR AES Sym Sree CS 5. - 69 
‘ a een Sera nice ee Ne eK 45 
NEE EE MAUI Ener CAM kde cede 39 
Baier css wench teeta ch creeve steerer caiaiet ene 10 
ORG MESO IRON RYERSON fe) 
aa eee ee oo NID INDI edie) ook 6 
oo ee ee arin ean Unit DE CRO et 5 
CRRA Craven a Pee wer ners area Pen Daye tA TE 3 
{AR RR Med SMa ae Rat Acdren cegoee Nee UIPAD EMS nO 2 
1 RIN epee ene ree On EEE Pee ON CL ree 2 
RR ay ee ce Rn eter ese nn eee: ° 
| BPN ore toni vein nae Ore eer rear 2 








* “Present Status of Rural Electrification of Kansas,” Engi- 
neering Experiment Station Bulletin No. 16, Kansas State Agri- 
cultural College, pp. 10 and 25 (July 1, 1925). 

An interesting point is seen in the 
sharp drop between 5 and 6 miles to the 
market. Fortunately these small farms 
close to the market are generally more 
profitable even though they are often 
found to be short of cash on hand for the 
running of the farm or for investment 
purposes. These farms are of the type 
that lend themselves to profitable elec- 
trification and are the logical starting 
point of rural service. Their yearly 
power requirements may be small, but 
they are uniform and in small units as 
compared to the larger farms where the 
principal power requirement is for field 
work for which satisfactory electrical 
drives are not yet available. Results of 
an estimate made and reported in the 
Giant Power Survey’ show the kilowatt 
hours used monthly on various types of 
farms (Table III). 

The figures in Table III are estimates 
of the probable use in the present stage 
of the development of equipment as a 
result of a detailed analysis based on 
wide experience and include the total 
estimated use of power on the field and 
in and around the home and barn. Com- 


7Commonwealth of Pennsylvania, Report of the 
Giant Power Survey Board, p. 279 (February, 1925). 
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pared with results of actual installations, 
these estimates have proved to be rather 
high, but they still indicate the varia- 
tions that can be expected between dif- 
ferent types of farms in their use of 


power. 


Taste III. Estimatep Use or Ecectricity 1n Dir- 
FERENT TYPES OF FARMS OF VARYING SIZES 














: Kilowatt- 
Type and Size of Farm Hours 
Dairy Farm 
MOR MLG oso ahairo tiers alece cute COA 265 
ROMER eae or el stellar la, is: re a a niga ea 408 
MROONNGE 0 5G oso iia nee sp aoe ees 880 
Poultry Farm 
GCN Bh vaicriciuleie sresaiclacn niche stoseaes 276 
TODOMNRMGR 6. oes. cssij9:5 5 9:0 ie ie eee eee He 391 
Reee NaN Ge iio: Sas lac een eees $72 
Stock Farm ; 
90 Guiana! WMIED. .... 2 occ ese sense 197 
go animal units................0+5+. 247 
[OO ANIMAL UMIES.. 6 a. sss see eens 367 
Grain Farm 
25 acres oats and 25 acres corn....... 187 
§0 acres oats and 50 acres corn....... 227 
100 acres oats and 100 acres corn...... 290 
Fruit Farm 
GEN ACEOSD 5505s Sisla (ais wie eee a 170 
RASACEOEN 55555 ccaie eins eua.siassicveuelolsioreinatciess 175 
Market Garden 
Io acres and 3—200 ft. x 300 ft. glass 
FREER ce oacm eis nv arsrevsnavee siecsr ors eis seers 450 





Over-enthusiasm has often arisen with 
regard to rural electrification because of 
the rapid increase of electrified farms in 
the past few years. Investigation re- 
veals, however, that the bulk of the 
progress has been made in rich dairy 
farm districts or on small farms near 
large central markets. Furthermore, a 
review of the principal uses of electric 
service on these farms shows that only a 
very small percentage have other than 
household appliances and perhaps one 
small utility motor. Apparently, even 
where the electric motor has finally been 
adapted technically to various opera- 
tions, its economical usefulness is yet 
unsolved.* This problem is made more 


difficult because of the lack of standardi- 
zation of farm methods, because it often 
means scrapping a present investment 
for a new one, and, finally, because of the 
inertia of farmers in grasping anything 
new. Not until the electric motor is 
adapted to present farm work in such a 
manner as to be economically feasible 
can the problem be considered solved. 

Yet the list of applications of elec- 
tricity on farms has grown into the hun- 
dreds. Constantly new uses are found, 
some of which have proved economical, 
e. g., electrically lighting the hen house 
to get greater egg production and using 
ultra-violet ray lamps to prevent leg- 
weakness among chicks. No attempt 
will be made here to present a complete 
list of equipment that may be in use on 
various farms, but a few of the more 
common applications outside the farm 
home are as follows: 

Wood sawing 

Pumping irrigation water 

Ensilage cutters and blowers 

Hay hoists 

Corn shellers 

Green feed choppers 

Milking machines, cream separators, 

churns, etc. ; 

Hullers and viners 

Electric incubators and brooders 

Electric drill 

Grain elevator 

For the most part, the uses of elec- 
tricity in the farm home are similar in all 
respects to its uses in the city. The elec- 
tric iron, washing machine, vacuum 
cleaner, toaster, percolator, range, and 
refrigerator, are all found in the farm 


8 To be economically useful, the farm motor must 
perform more than one task in such a manner as to 
allow for the complete elimination of the present power 
source, or release labor for other useful employment at 
the same time. If an additional motor is to be used 
for each task, it should, then, net a saving at least suf- 
ficient to care for the fixed charges on the additional 
investment. 





i 
{ 
} 


344 THE JOURNAL OF LAND & PUBLIC UTILITY ECONOMICS 


home though generally in decreasing per- 
centages in the order named. Here again 
it must not be overlooked that equip- 
ment in use in the small city apartment 
or home is not always suitable to the 
needs of the large farm home. 

Obviously the extent of the probable 
future use of electric power on farms is, 
at best, very problematical. Opinions 
vary considerably and it is easy to find 
extremely optimistic views making pre- 
dictions such as “Automatic Plow to 
Make Farming One Sweet Song,’ or 
others expressing considerable doubt— 
“I wish it were possible for me to hold 
out the hope that electricity could sup- 
ply this vast power for the farmers and 
so by putting greater power back of the 
worker on the farm, as it does in indus- 
try, diminish the cost of production and 
increase the earning power of the worker. 
In the present stage of the electrical art, 
electricity cannot hope to supply a large 
percentage of the farmer’s power.””!° 

Apparently for a few years to come 
the market for electric service on farms 
will be chiefly for household purposes. 
Complete electrification must still await 
further developments in the electric art 
or the operation of such long-time trends 
as decentralization of industry, highway 
lighting, etc. 

In the present day of increasing num- 
bers of consolidations and mergers in in- 
dustry it would appear unreasonable to 
place any hope in a tendency toward de- 
centralization of industry as aiding in 
rural electrification. Nevertheless, the 
rapid strides toward cheaper generation 
and transmission of electric power are 
making more feasible the location of 
small industries close to the supply of 





® Frank Ridgway, ‘Automatic Plow to Make Farm- 
ing One Sweet Song,” The Chicago Tribune, December, 
1925. 

10Qwen D. Young, “Making the Load Lighter by 
Electricity.” Committee on the Relation of Electricity 
to Agriculture (December 28, 1925). 


raw material or of labor. And publicists 
are already calling attention to the ten- 
dency. “. . . if small factories can ulti- 
mately be planted throughout the agri- 
cultural regions of America, absorbing 
and utilizing as raw materials many of 
the main products and certainly all of 
the waste products of the American 
farm, then we may get a double outlet 
for human energy that will absorb in the 
factory the present seasonal idleness of 
farm labor to an extent that will put a 
sound economic foundation under agri- 
cultural regions without the succor of 
government subsidy.” In England the 
industrialized farm is being experi- 
mented with as a possible means of mak- 
ing profitable a great many of the losing 
farms and bringing into productivity 
much of its land that is at present too 
poor itself to be worked profitably.” 
Obviously, industrializing the farm or 
the decentralization of industry will goa 
long way toward solving the problem of 
rural electrification. While these move- 
ments are still in the incipient stage, they 
are of such significance as to warrant 
consideration. 


The Supply of Service 


Certainly the prospect of residential 
customers three to a mile in the country 
is not an encouraging one for develop- 
ment, when compared to 50 to I00 per 
mile in the city. Briefly stated, the 
whole problem of supply of service cen- 
ters around the difference in the length 
of distribution system necessary to serv- 
ice the same number of customers on 
rural and urban extensions. This results 
in a cost of distribution system of $50 
per urban customer as compared to ap- 





11 Glenn Frank, “Power, the Background of our Pres- 
ent Day Civilization.” 50 Mechanical Engineer, p. 278 
(April, 1928). 

12 W. Beach Thomas, ‘The Coming of the Factory 
Farm.” 99 79th Century, 824 (June, 1926). 
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proximately $400 per rural customer. 
Furthermore, it is necessary usually to 
install a separate transformer for each 
farmer. This not only increases the cost, 
but because of the farmer’s poor load- 
factor, losses of energy have been found 
in many cases to be equal in amount to 
that actually used." The final result is a 
high investment per customer coupled 
with high maintenance expenses and 
with but a small load to furnish revenue. 

It is now generally accepted as being 
impractical to tap transmission lines 
above 15,000 volts for ordinary rural 
loads. Transmission lines 15,000 volts 
and under, then, can be considered 
points of origin for local distribution 
lines to the farmer. Various types of 
poles, wires, and equipment have been 
studied to reduce the cost of farm line 
extensions, but certain minimum stand- 
ards of safety are necessary that do not 
allow much reduction in cost. In some 
cases underground construction has been 
attempted, but as yet it has not proved 
entirely practical for most installations. 
Hence, an additional investment of ap- 
proximately $400 is necessary to serve 
each farmer as compared with serving 
an average domestic city customer. 
Added to this are the costs of wiring the 
farm home and barn, purchasing equip- 
ment for utilizing this service, and, 
finally, bringing the service in from the 
line along the road to the farm house it- 
self. The sum of all these costs, which 
becomes the investment necessary per 
farmer to gain and be ready to use elec- 
tric service, will vary approximately 
from $1200 to $1500. At present this 





18 At the present time little consideration is given to 
the increase in plant capacities that will be necessary 
to take on the rural load. Some surveys have been 
made, however, of the farm load and diversity factors. 
In the long run greater consideration and study will be 
necessary although the wide distribution of the farms 
may serve to make each local increase in plant capacity 
almost negligible. 


investment would pay the farmer little 
or no financial returns directly, though 
it sometimes enables him to dispense 
with some hired help. 

Many electric supply companies in 
attempting to reduce the large initial 
investment necessary have built farm 
line extensions at their own expense and 
then charged higher rates to cover the 
fixed charges thereon. On the surface 
this is not an attractive investment for 
the public utility. With the present 
status of utility regulation which allows 
only an almost fixed and limited return 
on the investment in property and plant, 
little incentive is offered to a company 
to pioneer in the development of a new 
business. The electric light and power 
companies then require assurance of a 
return upon the investment made from 
the outset. Furthermore, this return 
must be reasonably assured for a num- 
ber of years to safeguard properly the 
large investment. 

This problem of who should make the 
investment in rural line extensions or 
what rate should be charged is more 
than one of allocated costs and finance, 
for it has social and political aspects as 
well. The monopolistic nature of the 
electric light and power industry and its 
peculiar relation to the consuming pub- 
lic gives to its problems and actions a 
general public interest. On the other 
hand, the essentiality of agriculture 
makes the farmers’ problems also of gen- 
eral social significance. These facts were 
early realized in foreign countries where 
rural electric service is generally subsi- 


dized fully or in part. Hence, there is 


“The Milwaukee Electric Railway and Light Com- 
pany has been able to reduce its costs of rural line ex- 
tensions almost 40 % principally by almost doubling the 
spacing of poles. (“Rural Electric Service,” by G. W. 
Van Derzee, Oct., 1928. Pamphlet printed by the As- 
sociation of Edison Illuminating Cos.) Even so, their 
costs as shown per mile of line are not much below 
those of other companies. 
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always the possibility in this country 
that, if utilities do not face the problem 
squarely, some one may make a “po- 
litical football” out of the slightest dis- 
agreement, or may seek other agencies 
than the privately owned central sta- 
tions for rendering rural service. A po- 
litical turn of events would, in the 
opinion of those in the industry, cer- 
tainly not assist the permanent and sat- 
isfactory solution of the problem. But 
these factors warrant mention to show 
that the rural electrification problem in- 
volves not only engineering but political 
and social relationships which are per- 
haps even more important. 

However, the critical period is passed 
and farmers are generally satisfied that 
utilities are exerting reasonable efforts 
in their plans for promoting rural serv- 


5 “Tn other words, in the majority of cases, the serv- 
ice has been extended to the farmer only after a very 
careful study has been made beforehand by the com- 


ice. It seems reasonable to expect that 
for the time being the successful spread 
of rural service is dependent upon the 
initiative of the power company in ag- 
gressively selling this service under care- 
fully studied and constructed plans of 
financing such extensions and rate sched- 
ules.” Where such efforts have been 
made, rural electric service is most wide- 
spread and has been found to be even 
a profitable business to the company. 
Farmers must cooperate as well, so that 
all those along a proposed rural line take 
service and thus reduce to a minimum 
the cost of such service per farmer. The 
future growth and intensive use of rural 
service will depend upon engineering de- 
velopments now in progress and bound 
to come once service is installed. 


pany after the farmer has asked for it.”” “What Elec- 
tricity Means to the Farmer,” by M. L. Noon, National 
Electric Light Association, Proceedings, 1927, Vol. 84, 


P- 95. 
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TRENDS IN THE AGRICULTURE OF THE HARD 
WINTER WHEAT BELT* 


By W. E. 


HE acreage devoted to wheat pro- 
{= in the United States at the 

close of the World War surpassed 
all previous figures for this crop. Under 
war-time influences the acreage reached 
the record figure of more than 75 million 
acres harvested in 1919. During the de- 
flation period following 1920 the wheat 
acreage decreased and has been less than 
60 million acres each year since 1922. 

The reduction in wheat acreage was 
the combined response of all wheat 
growers to lower prices. Wheat prices 
had increased under war-time demand 
until in 1917 the purchasing power of 
wheat was 126% and in 1918 and 1919, 
123% of prewar. From this advantage- 
ous point prices declined to a low point 
of 65% of prewar in 1923 (Table I). 
During the War the purchasing power 
of wheat advanced earlier and to a 
greater extent than the purchasing 
power of all farm products but following 
the War wheat did not reach its low 
point until in 1923 or two years later 
than the low point of purchasing power 
for all farm products. The lower pur- 
chasing power of wheat probably was an 
important factor contributing to the fur- 
ther decline in wheat acreage in 1924 and 
1925, although abandonment of more 
than 1/5 of the winter wheat acreage was 
important in the later year. 

In general the trend of wheat produc- 
tion was upward to a peak in Ig919, then 
down to the low point in 1924 and 1925, 

*Editoria! note: This article has been prepared to par- 
allel the article by J. E. Lattimer on “Recent Changes 
in Farm Organization in Western Canada,” which ap- 
peared in the August issue of the Journal. The two 


articles afford a comparison of how the two regions have 
reacted to the recent developments in agriculture. 


GRIMES 


with some increase in acreage in the last 
three years. The part played by various 
wheat producing sections of the United 
States in this general trend of wheat pro- 
duction varied. The hard winter wheat 
belt', particularly its western portion, 
responded rather differently than some 
of the other wheat growing regions of the 
United States and it is of particular in- 
terest to note the extent of the varia- 
tions, some of their causes and the gen- 
eral trend of the agriculture of this re- 
gion during this transition period. 


Effects of Relative Prices 


The varying response of wheat grow- 
ers in different regions, or even in the 
same region, to the conditions existing 
since 1920 cannot be accounted for solely 
on the basis of the lower purchasing 
power of wheat. For one thing, all wheat 
is not alike, and prices of different kinds, 
and of the same grade of a particular 
kind of wheat, may and often do change 
relative to the prices of other kinds or 
grades of wheat. Such changes have oc- 
curred since 1920. High protein hard 
winter wheat has been in greater de- 
mand because of the commercial baker’s 
increased need for high protein flour. 
The premiums paid for hard winter 
wheat of high protein content have been 
of greater importance since 1920 than in 
earlier years. As a consequence, high 
protein wheat of good milling quality 
has been relatively higher in price than 
some other kinds of wheat. If purchas- 
ing power figures for the different kinds 

1 The hard winter wheat belt includes portions of the 


states of Nebraska, Kansas, Colorado, Oklahoma and 
Texas. 
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and grades of wheat were available, it is 
probable that such figures for hard win- 
ter wheat would not show the decline 
that is shown in the purchasing power 
of all wheat. Another factor that has 
probably helped the price of wheat 
grown in the hard winter wheat belt has 
been the growth of the milling industry 
of the southwest. This has given a near- 
at-hand market for more of the wheat 
of the region. 

The low prices of beef cattle also were 
a contributing factor. The purchasing 
power of cattle was less than 70% of 
prewar every year from 1920 to 1924 and 
was only 73% of prewar in 1925. This 
tended to discourage the use of prairie 
pasture land for cattle production and 
tended to encourage the movement al- 
ready under way to break up prairie sod 
and devote it to the production of wheat 
and other crops that were relatively 
somewhat higher in price. 


Effects of Improvements? 


Improvements in production methods 
have had an important part in causing 
variations in the farmer’s response to 
changing conditions. Such changes do 
not always affect the conditions of pro- 
duction of all producers in the same way. 
An improvement, such as a better type 
of farm tractor, may be of no advantage 
to the farmer who has small fields or 
whose farm is hilly and poorly adapted 
to the use of a tractor. However, such 
an improvement may be of great advan- 
tage to the farmer with large, level fields 
where tractors can be used advantage- 
ously. 

Other illustrations of the unequal ap- 
plication of improved methods and prac- 
tices to wheat production in different 
parts of the country include better meth- 





2 For a more complete discussion of this subject see 
Richard T. Ely, et a/., Outlines of Land Economics, 
Vol. II, “Cost and Income in Land Utilization” (Ann 
Arbor: Edwards Bros., 1922), pages 159-163. 


ods of seed bed preparation in sub. 
humid regions, new strains of wheat that 
are better adapted to regions of limited 
rainfall, and better adapted tillage and 
harvesting machinery. These improve- 
ments in wheat production have meant 
much to the farmer of the hard winter 
wheat belt but they have benefited the 
soft wheat grower of the eastern half of 
the United States but little and in some 
instances they may have been detri- 
mental to his immediate interests by 
giving some of his wheat-growing com- 
petitors increased advantages. 


Changes in Cropped Acreages 


The Census of 1920 gives data on crop 
acreages in Ig919. This was the peak 
year of United States wheat acreage. 
The Agricultural Census of 1925 gives 
the data for 1924 which was near the post- 
war low point in wheat acreage. Four 
TasLe I. ReativE Purcnasinc Power or WHEAT 


AND OF ALL Farm Propucts. AuGust, 1909— 
JuLy, 1914 = 100 











Relative Wheat 
Relative | Purchasin Acreage 
Year Purchasin Power o Harvested 
Power o Farmers’ | (Thousands 
Wheat* Productst | of Acres)t 

IgI0 108 IOI 45,681 
IgII 102 99 49,543 
1gI2 101 99 45,814 
1913 86 95 50,184 
1914 IOI 105 53,541 
1915 126 99 60,469 
1916 97 85 $2,316 
1917 126 97 45,089 
1918 123 107 59,181 
1919 123 105 75,694 
1920 104 85 61,143 
1921 79 69 63,696 
1922 70 714 62,317 
1923 65 79 59,659 
1924 V7 83 52,535 
1925 103 89 52,255 
1926 95 85 56,337 
1927 go 86 58, 583 














* Index Numbers of Farm Prices, June, 1927, Bureau of Agri- 
cultural Economics, United States Department of Agriculture. 
{1927 figure computed from monthly figures published by the 

jureau. 

+ The Agricultural Situation, February, 1928, Vol. 12, No. 2, 
page 9. Bureau of Agricultural Economics, United States De- 
partment of Agriculture. 

t Yearbook of Agriculture, 1927, page 739. United States 
Department of Agriculture. 
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wheat harvests have been completed 
in the hard winter wheat belt since 1924. 
Consequently, while the census figures 
give some indication of the changes un- 
der way, other more recent data are de- 
sirable to determine their trend up to 
the present. Complete data for the en- 
tire hard winter wheat belt are not 
available for the years since 1924 but 
data for a good portion of the area are 
available. This information combined 
with census data gives some indication 
of the changes under way. 

Each of the states, in the hard winter 
wheat region, excepting Colorado, had a 
larger number of farms in 1925 than in 
1920 although the change was not great. 
However, when changes by size groups 
are studied it is found that the number 
of small farms (9 acres or less) increased 
materially, farms of 10 to 99 acres also 
increased in number, farms of 1000 acres 
and more decreased in number, the 
groups between 100 and 499 acres show 
no pronounced tendency to change in 
number, while there was an increase in 
the number of farms of 500 to 999 acres. 
Although it is inadvisable to attach 
much significance to these changes with- 
out knowing more of the types of farm- 
ing involved than census data reveal, it 
seems probable that the period from 
1920 to 1925 marked an increase in the 
number of farms that in reality were sub- 
urban homes and that a number of 
ranches were being broken up into gen- 
eral farms. Data on crop production 
tend to substantiate the statement con- 
cerning the breaking up of ranches. 
Also, there seems to be a tendency to 
enlarge the area of the general farm. 

Table II gives the total cultivated 
acreage of Nebraska, Kansas and Colo- 
rado for the years 1921 to 1927, inclu- 
sive. Texas and Oklahoma were not in- 
cluded since the larger parts of these 
States are outside the hard winter wheat 


belt. The acreages for the three states 
show a steady increase in cultivated 
land. This is contrary to what would be 
expected if the low prices of farm prod- 
ucts were the only factor influencing 
farm production. However, under the 
influence of other factors and in spite of 
low prices the farmers of these three 
states increased their acreages of crops 
during these years. 


Taste II. Tora, CuttivateD ACREAGE OF NEBRASKA, 
Kansas AND COLORADO, 1921 TO 1927, INCLUSIVE 








Nebraska* Kansast Coloradot 
Year (Acres) (Acres) (Acres) 
1921 16,407,050 | 22,104,523 5,822,741 
1922 | 16,435,591 | 22,258,727 | 5,771, 
1923 16,385,921 | 22,264,310 | 6,289,143 
1924 16,289,817 | 22,681,302 | 6,251,200 
1925 17,102,547 | 22,280,990 | 6,141,500 
1926 17,547,828 | 22,401,379 71447,140 
1927 | 17,902,447 | 22,784,538 | 7,596,570 














* Data from Nebraska Agricultural Statistics, 
16-17. Issued cooperati by United States Depa: 
Agricctture and ‘N Nebraska partment of 

+ Data from report of Kansas State Board of Agriculture. 

t Data from Yearbook of United States Department of Agri- 
culture and Agricultural Statistics of the state of Colorado 
issued by the State Board of Immigration. 


In western Kansas, northwestern Ok- 
lahoma and Texas, eastern Colorado and 
southwestern Nebraska much prairie 
sod was broken during these years and 
planted to crops. This was a continua- 
tion of the movement under way prior 
to 1920 which was discussed by the late 
Secretary Wallace in his report to the 
President on the wheat situation in 
1923.3 

The movement from 1919 to 1924 to 
increase the cropped acreage of the hard 
winter wheat belt is described as follows 
by Dr. O. E. Baker in comparing land 
utilization as indicated by the 1920 and 
1925 Censuses. ‘The largest area of in- 
crease in crop acreageshown .. . is 
the semi-arid, western portion of the 
Great Plains region, extending from the 
Staked Plains of northwestern Texas to 








3“The Wheat Situation,” a report to the President 
by Henry C. Wallace, Secretary of Agriculture (1923), 


Pp. 53-56. 
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Montana and beyond. In this region 
wheat is the dominant crop in the entire 
area north of Texas, winter wheat in 
western Kansas and eastern Colorado, 
spring wheat in the western portion of 
the Dakotas and most of Montana. In 
most of the spring wheat portion of this 
region, however, the increase is more 
nominal than real. This region experi- 
enced in 1919 the most severe drought it 
has ever known, the acreage of wheat 
harvested in 1919 in Montana being less 
than half that planted . . . The 
central and southern Great Plains region 
experienced no unusual drought in 1919 
and the increase in crop acreage shown 
in this region is real and probably per- 
manent. In western Kansas and eastern 
Colorado the increase represents not 
only the expansion of winter wheat pro- 
duction, as already noted, but also an 
increase in the acreage of the sorghums 
(kafir, milo, etc.)’”4 

The trend of the wheat acreage in 
Kansas further illustrates the expansion 
of the cropped area (Table III). In 
western Kansas the wheat acreage seeded 
has steadily increased until the area 
seeded for the 1928 crop was nearly dou- 
ble the average area seeded during the 
war years. Central Kansas has expanded 
her wheat acreage but to a lesser extent 
than western Kansas. Eastern Kansas 
reduced the wheat acreage from the war- 
time peak of production. 

The increase in the area devoted to 
wheat production in western Kansas 
may have been partially the result of a 
reduction in the area of other crops but 
this cannot account for nearly all of the 
increased acreage, since the area seeded 
to wheat for the crop of 1928 was con- 
siderably greater than the total area in 


40. E. Baker. “Changes in the Utilization of Land 
in the United States, 1919-1924,” a preliminary report. 
Bureau of Agricultural Economics, United States De- 
partment of Agriculture (June, 1926), p. 26. 


cultivation within the region at the close 
of the World War. 


TasBLe III. Area SEEDED To WHEAT IN KANSAS FoR 
THE Crops HARVESTED IN THE YEARS GIVEN* 











Eastern Central Western 

One-third | One-third | One-third 

Years of Kansas | of Kansas | of Kansas 
(Acres) (Acres) (Acres) 

1917-19 average. .| 1,684,978] 5,975,251] 2,704,958 
1921-23 average. .| 1,912,953] 6,477,913] 3,351,398 
1925 crop...... 912,000] 6,150,000] 3,442,000 
1928 crop...... I, 205,000] 7,176,000] 4,660,000 

















* Data from reports of Kansas State Board of Agriculture 
and Agricultural Statistician for Kansas. 


Data for the other states in the hard 
winter wheat belt show the same ten- 
dency to increase the acreage of crops, 
particularly wheat. The greatest in- 
crease has occurred in the western por- 
tion of the region where prairie sod has 
been broken and become cropped land. 


Improvements in Production 


These increases in the cropped area 
occurred in spite of price relations that 
should have been discouraging. It is 
necessary, therefore, to look for factors, 
other than price, that aided in bringing 
about this movement to expand farming 
when most other regions were reducing 
production. Improved machinery and 
improved production methods undoubt- 
edly have been important in causing 
these changes. Better adapted varieties 
of crops, improved tillage machinery, 
the development of the farm tractors, 
the increased use of the truck and the 
automobile for farm business purposes, 
the introduction of the combined har- 
vester-thresher, and better knowledge of 
the best methods of crop production in 
the hard winter wheat belt are important 
among the factors causing the change. 

New varieties of wheat, oats, and 
other crops have been introduced in re- 
cent years. These varieties are better 
adapted to conditions and have been 
giving consistently higher yields than 
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those previously grown. These new va- 
rieties, particularly of wheat, are now 
the ones most commonly grown. By 
using them it has been possible to extend 
the wheat belt westward to lands that 
formerly were sub-marginal for wheat 
production. 

The increased use of power machinery, 
such as tractors, trucks, automobiles, 
and combined harvester-threshers, is 
shown for Nebraska and Kansas in Ta- 
bles IV and V. In 1915, Kansas had 


Taste IV. Power MAcHINERY AND EQUIPMENT ON 
NEBRASKA Farms, 1925-27* 











1925 1926 1927 
Automobiles......... 102,164 | 112,878 | 116,808 
THERGI Bs v5.5.5: -o'00. alesse 8,468 | 12,037] 13,563 
Gas tractors......... 13,733 | 19,489 | 19,703 
Combined harvester- 
ENN IENG 0s 5< c's 01 4 | teiee oicte yea toasters stars 1,602 














* Nebraska Agricultural Statistics, 1925, Pp. 21; 1926, P. 29; 
1927, Pp. 37. Issued cooperatively by the United States Depart- 
ment of Agriculture and Nebraska Department of Agriculture. 


less than 2500 farm tractors. By 1927 
the number had increased to 38,061. On 
March 1, 1920, the number of tractors in 
Kansas was 14,370, so the number has 
considerably more than doubled during 
the postwar period. The combined har- 
vester-thresher was first used in Kansas 
in 1917 and 1918. In 1927 and 1928 
fully half or more of the wheat of the 
state was harvested with combines. The 
number of combines on Kansas farms on 
March 1, 1927, was 7,563. During 1927 
and 1928 Kansas farmers purchased 
fully as many more until it has been esti- 
mated that there were 15,000 to 17,000 
combines in use in the 1928 Kansas 
wheat harvest. 

Less complete data for other states of 
the hard winter wheat belt indicated 
that these trends in the use of power ma- 
chinery are typical of the entire region. 


Effect on Costs of Production 


_ The introduction of better yielding va- 
rieties of crops and the increased use of 


power machinery, particularly the com- 
bined harvester-thresher, have resulted 
in lower costs of producing wheat. The 
higher yields secured with the newer va- 
rieties involve little additional cost per 
acre so the result is a lowering of bushel 
costs. These costs have been further 
lowered by the use of the combined har- 
vester-thresher for harvesting. This ma- 
chine does the harvesting for approxi- 
mately half the cost involved when 
headers or binders and stationary thresh- 
ers are used. 

These lower costs of production are 
the most important answer to the ques- 
tion of why the hard winter wheat belt 
has been expanding production and has 
been extended westward during a period 
of depression. Wheat production under 
the newer methods has been profitable 
even at low prices for wheat. 

The increased use of power machinery 
has made larger farms desirable because 
on them tractors, combines and other 
equipment can be used to near capacity. 


Taste V. Power MAcHINERY AND EQUIPMENT ON 
Kansas Farms, MArcH I, 1922 AND 1927* 











March 1, | March 1, 

1922 1927 
Automobiles.................. 114,719 | 143,415 
DESIGN oo. ick hocacedeenees 5,402 | 14,546 
WNEMRMRD ou ih acct oceee as 21,715 | 38,061 
Electric motors.............. 1 ,463 2,172 
Combined harvester-threshers...]......... 7,562 











* Report of the Kansas State Board of Agriculture for the 
quarter ending December, 1927, p. 74. 


Data available from assessors’ rolls for 
typical Kansas townships show that 
since 1924 the size of the typical farm in 
parts of southwestern Kansas has been 
doubled. This has been the farmers’ re- 
sponse to changed conditions of wheat 
production that have made a larger farm 
area desirable. 


Wheat Marketing Problems 


The combined harvester-thresher cuts 
and threshes the grain in one operation 
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so the wheat can go, and much of it does 
go, directly from the field to the local 
elevator and from there to terminal mar- 
kets. In wet harvests such as 1928, or 
when yields are particularly heavy, the 
movement of wheat to market during 
July is heavy. It taxes local and ter- 
minal storage and handling facilities and 
also rail transportation facilities to the 
utmost. Table VI gives Kansas City re- 
ceipts of wheat for July and August both 
before and since the combine came into 
common use. The heavy receipts in July 


TaBLe VI. Carrot Receipts or WHEAT AT KANSAS 
City 1n Juty anp Avucust, 1919-1928* 











July August 

Year Receipts Receipts 

(Cars) (Cars) 

SEDB . ocoosscate eben QASBOS | ooicsiceicn ce 

rere 13,956 12,659 
ee eer 22,821 12,195 
SRR os.chisieciasune eee ere 7,959 6,346 
EE ee eee ne 14,615 17,553 
RO eiao Sauces 6,673 g,121 
PDD, Goss iss cc scree aaeie 8,424 8,619 
BENS ch achisusccnwaeee 14,210 12,386 
ND win on beihe rec ee 5,015 6,320 
Tee eins acic 10,253 14,012 











_*Data from reports of the Kansas City Grain Market Re- 
view. 


in years of large crops, such as 1926 and 
1928, are typical results of the use of the 
combine. 

In addition to a heavy early move- 
ment of wheat to market, the use of the 
combine has resulted in more wet wheat 
being marketed. This wheat will go out 
of condition in storage unless dried be- 
fore storing. This increases marketing 
costs and hazards. The result of this 
heavy early movement of wheat has been 
lower prices at the peak of the move- 
ment, and in some years, considerable 
quantities of low grade wheat. One of 
the possible ways of solving this problem 
is through increased farm storage facili- 
ties and holding the wheat on the farm 
until after harvest, when it can be mar- 
keted in a more orderly manner with less 
risk and the possibility of better prices. 


Any solution of this problem that results 
in better prices for wheat will encourage 
the continuation of the present trends in 
the agriculture of the region. 


Land Values 


Land values within the region have re- 
sponded to these changed conditions. 
The effects of the depression were re. 
flected to a less degree in the prices of 
land sold within the hard winter wheat 
belt as compared to the trend of land 
values throughout the United States. 
Table VII gives data on sales of land as 
reported for Kansas, and Nebraska and 
for the United States as reported by the 
United States Department of Agricul- 
ture. Sale prices in these states show 
less decline than in the United States as 
a whole and values of land in the western 
portion of the hard winter wheat belt as 
illustrated by the western Kansas data 
started upward in 1924. 

Sales of farm land were quite numer- 
ous in southwest Kansas and adjoining 
regions in 1927 and particularly in 1928. 
These sales seem to be the result of the 
struggle for larger farm units, since most 
of them are reported to be sales to farm- 
ers who are buying land adjacent to that 
which they own, thereby insuring con- 


Taste VII. Farm Reat Estate VALUES IN NEBRASKA, 
KANSAS AND THE UNITED STATES 


(Prices per acre) 











Western | United 
Year | Nebraska*| Kansast | Kansasf | Statest 
1980 | 6.66000 400 $60.46 $29.07 | $107.89 
eS ees 57.83 28.14 99-33 
1922 | $61.61 52.07 25.41 85.26 


1923 58.79 49.62 25.79 82.25 
1924 57.00 46.65 27.19 78.82 
1925 62.00 47.52 27.66 77.83 
1926 57.08 48.00 28.80 76.47 
1927 59.25 48.10 27.48 

















* Nebraska Agricultural Statistics, 1927, pp. 26-31. Issued 
cooperatively by United States Department of Agriculture 
and Nebraska Department of Agriculture. 

+ Data from reports of actual sales to Kansas Public Service 
Commission. % 
{E. H. Wiecking, “The Farm Real Estate Situation, 1926. 
Department Circular 377, United States Department of Agricul- 

ture, p. 6. 
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trol of sufficient acreage to permit effi- 
cient use of the larger types of farm 
machinery. 


Population Changes 


Two opposing forces are affecting the 
rural population in the hard winter 
wheat belt. The westward extension of 
the wheat belt tends to increase the rural 
population and data available from re- 
ports of the Kansas State Board of Agri- 
culture show material increases in the 
number of people outside of incorporated 
places in western Kansas since 1915 but 
since 1925 the number has been fairly 
constant. In central Kansas the number 


TaB_Le VIII. Mopern Farm CONVENIENCES IN 
NEBRASKA, 1925, 1926 AND 1927* 








Number of Farm Homes 
Having These Con- 


Convenience veniences in 





1925 1926 1927 





Modern heating systems.| 9,262 | 11,564 | 13,634 
Modern light systems ...] 10,584 | 13,731 | 15,881 
Modern water systems ..| 12,482 | 16,422 | 19,138 
CC rere anne 7,629 | 10,340 | 12,783 
PEMD oe ass Harsiaeies 12,682 | 21,658 | 32,627 














* Nebraska Agricultural Statistics, 1935, p. 18; 1926, p. 26, 
and 1927, p. 35, issued cooperatively by United States Depart- 
ment of Agriculture and Nebraska Department of Agriculture. 


of people living outside of incorporated 
places has been declining since 1915. 
This illustrates the second force affecting 
the farm population which is the ten- 
dency toward larger and fewer farms with 
a smaller total farm population. If the 
trend continues in the direction it ap- 
pears to have taken in recent years, 
fewer and larger farms and a smaller 
farm population will be found in the 
hard winter wheat belt. 


Farm Home Conveniences 


A period of depression such as has af- 
fected agriculture since 1920 is not usu- 
ally considered a time when farmers are 


improving their living conditions and 


yet that is what Kansas and Nebraska 
farmers were doing during these years. 
The number of modern farm homes in 
Kansas almost doubled from 1922 to 
1927 and Nebraska farmers materially 
increased their modern conveniences 
from 1925 to 1927. The trend in this re- 
gard is shown in Tables VIII and IX. 
Low prices for farm products did not pre- 
vent many farmers from improving their 
living conditions. The rapid introduc- 
tion of the radio is of particular interest, 
nearly half the farm homes of Kansas 
and more than a fourth of the farm 
homes of Nebraska having radios in 
1927. 

These changes occurred in spite of 
prices for farm products that were dis- 
couraging. It is not to be assumed that 
these changes were accomplished with- 
out hardship or that the hard winter 
wheat belt did not feel the effects of the 
postwar depression. Those farmers who 
found themselves unable to shift to the 
newer production methods and ma- 
chinery found the period doubly trying. 
Many were forced out and their farms 
have gone to enlarge the farms of those 
remaining. The farmer with a heavy 
debt contracted in times of high prices 
found it difficult or impossible to pay 
out. Instances of foreclosure and of 
financial failure have been common 
among the farmers of the region. This is 


Taste IX. Mopern Farm ConveENIENCES IN 
KANSAS, 1922 AND 1927* 








Number of Farm 
Homes Having Con- 


Convenience veniences in 








1922 1927 

Lighting system............. 8,282 11,784 
Running water system: 

In kitchen sink............ 5,797 9,450 

In bathroom.............. 3,605 5,799 

Home heating system........ 4,132 5,787 

WRG le xo ars Se celle resi rass ce baahestemes 77,013 











* Report of the Kansas State Board of Agriculture for the 
quarter ending December, 1927, p. 74. 
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another phase of the postwar conditions 
with which no attempt has been made to 
deal in this discussion. 

The farmers of the hard winter wheat 
belt, when taken as a group, have met 
the postwar depression by increasing 


their crop acreage, expanding wheat pro- 
duction, enlarging their farms and using 
improved machinery and_ production 
methods that have lowered their costs of 
production and permitted many of them 
to operate profitably. 
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INTEGRATION OF PUBLIC AND PRIVATE 
ELECTRIC PLANTS IN WISCONSIN 


By E. O. MALOTT 


changing character of municipal 

ownership in a number of states! 
and as a continuation of this line of en- 
deavor a similar study has been made of 
private ownership in Wisconsin. As a 
preliminary to the state study reference 
will be made to the federal census of 
central stations in order first to note the 
movement towards integration for the 
country as a whole and second to bring 
out relations between types of ownership 
not available in the state data. 


Raa, have been made of the 


Experience of Public Ownership Revealed 
by the Census Data 


According to the 1922 census of cen- 
tral stations, the number of commercial 
electric light and power establishments? 
decreased 10.7% in the five-year period 
from 1917 to 1922, although there had 
been a steady increase from 1902 to 1917 
(Table I). That this decrease does not 
indicate the withdrawal of service is 
shown by the fact that from 1917 to 1922 
the value of plant and equipment in- 
creased 44.2% and the kilowatt-hours 
generated increased 57.4% and kilowatt- 
hours purchased increased 74.0%. The 
number of customers increased 78.4%. 

On the other hand, municipal plants 
have had a continued growth in their 
number, as well as in their investment 
and revenues. But since 1912 expenses 

1See Herbert B. Dorau, “The Rise and Decline of 
Municipal Ownership in the Electric Light and Power 
Industry of Wisconsin” (May, 1927), and “Municipal 
Ownership in the Electric Light and Power Industry of 
Massachusetts” (August, 1927); Hubert F. Havlik, 
“The Changing Character and Extent of Municipal 


Ownership in the Electric Light and Power Industry of 
Missouri” (May, 1928); Helen E. Heggie, “‘Develop- 





of municipally owned plants have been 
increasing more rapidly than have reve- 
nues. The rate of increase in kilowatt- 
hours generated fell, in the period 1917- 
1922, below both of the preceding five- 
year periods. Moreover, the rate of 
increase of power purchased, in the later 
period, was considerably more than 
twice as great as the rate of increase of 
power generated (Table I). 

The assumption that the power pur- 
chased was generated by a commercial 
establishment is believed to be reason- 
able since very few power exchanges 
between municipal plants are known. 
Accepting this assumption, it follows 
that municipal distributing systems feel 
an increasing dependence upon commer- 
cial plants. Since the rate of increase of 
expenses is more rapid than the corre- 
sponding rate of increase of revenues, 
the conclusion may be drawn that mu- 
nicipal plants are finding it financially 
advantageous to sell out to the commer- 
cial plants which are at present inter- 
connected with them. 

Another conclusion from the census 
statistics is that municipally owned es- 
tablishments are, in general, small plants. 
Although municipal plants serve one- 
third of all the communities supplied 
with electricity, 84.5% of the municipal 
plants are in towns of less than 5,000 
population (Tables II and III). More- 
over, in the larger cities the census notes 





ments in Municipal Ownership of Electric Plants in 
Minnesota” (August, 1928), all in the Journal of Land 
& Public Utility Economics. 

2 As used in the census the term “establishment” usu- 
ally denotes plant and equipment under single owner- 
ship although, when possible, separate reports might 
be accepted for individual plants of a system. 
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TaBLe I. Rate or CHanceE 1n MuniciPat AND Private EsTaBLISHMENTS, BY Five-YEAR 














PERIODS: 1902-1922* 
Number of | Value of Output 
Period Establish- | Plant and Total Total Number of 
ments Equipment | Revenues | Expenses | Generated | Purchased | Customers 
Municipal 
I917-1922........ 11.3% 85.0% 112.2% 113.5% 80.7% 192.3% 68.4% 
IgI2-I917....... 48.4 65.3 ae 85.8 93-4 117.4 85.8 
1g07-I912....... 24.8 79.7 65.7 64.0 85.7 Tt 85.3 
1902-1907....... 53.6 94-7 101.2 96.7 47.8 Tt tT 
Private 
1917-1922....... —10.7 44.2 102.8 100.6 C74 74.0 78.4 
Ig12-I917....... 15.4 39.8 74.4 81.5 121.2 114.4 87.3 
1907-IgI2....... 5.7 99.1 72.6 124.1 98.0 T 99.1 
1902-1907....... 23.4 118.4 105.3 91.3 141.1 T Tt 


























* Adapted from Tables 5 and 6, Census Report, Central Electric Light and Power Stations, 1922. 


t Not reported. 


that street lighting is the main function 


of the municipal plant so that the size of 


equipment would be smaller than usual 
for a similar population group where the 
equipment carried the full load of the 
community. 

In the 1902 census, private establish- 
ments were grouped according to popu- 
lation size. But in 1907 this practice 
was discontinued because of difficulty 
in agcertaining the population of the area 
served by a private company which was 
assigned to the place in which the plant 
itself was located. “In many instances 
large plants are now located at places 
where water power is available for the 
generation of the current but at great 
distances from the places where the cur- 
rent is used.””® “Some electric companies, 
though owning two or more central sta- 
tions situated in widely separated places, 
made but one report covering all of their 
properties. As a rule, such reports are 
assigned to the place in which the prin- 
cipal plant is located.’’* ‘While, there- 
fore, this grouping of the stations in 1902 
by population may have been instructive 
to some extent, the defects are too great, 


3Census Report, Central Electric Light and Power 
Stations, 1907, p. 22. 

4 Idem, page 23. 

5 Idem, page 23. 


so far as relates to commercial stations, 
to warrant such an analysis at the census 
of 1907.’ 

In spite of the fact that the group- 
ing of private establishments according 
to population in the 1902 census tends 
to understate the population served, the 
data are presented in Table IV. While 
72.8% of private plants are in places of 
less than 5,000, this percentage would 
probably be decreased if an accurate 
statement of population served could 
have been obtained. On the other hand, 
municipal plants have, in general, been 
limited in their activity to the political 
confines of the municipality. Accord- 
ingly classifications of municipal plants 
on the basis of population are represent- 
ative and have been continued by the 
Bureau of the Census. 


Tas_e II, Numser or EsTABLISHMENTS, BY TYPES OF 
OwNnERSHIP: 1902-1922* 











CEN- PRIVATE 
sus | Munt- 
YEAR| CIPAL Indi- Incor- 


Total | vidual | Firm | porated 





1922 .| 2,581 | 3,774 797 314 2,753 
1917 .| 2,318 | 4,224 | 909 397 | 2,918 
1912 .| 1,562 | 3,659 | 587 293 | 2,779 
1907 .| 1,252 | 3,462} 609 298 2,555 
1902. 815 | 2,805 528 228 2,049 




















* Assembled from Census Reports, Central Electric Light and 
Power Stations. 
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Technological Limitations of 
Small Electric Plants 


The key to the status of the small 
plant is the technology of the electric 


Tasie IJ]. NuMBER AND Per CEnT. DIsTRIBUTION OF 
MunicipaAL ESTABLISHMENTS, BY POPULATION 
Groups: 1902-1922* 











Number} Per 
Census |of Estab-| Cent. 
Population Group Year lish- | Distri- 
ments | bution 
Under’ §:000.... 6.65 55 sc: 1922 2,182 | 84.5 
1917 1,940 | 83.7 
Ig12 1,327 | 84.9 
1907 1,081 | 86.3 
1902 671 | 82.4 
§,000 to 25,000......... 1922 340 | 13.2 
1917 322 | 13.9 
1912 189 12.2 
1907 142] 11.3 
1902 121 14.8 
25,000 to 100,000....... 1922 43 1.7 
1917 39 | 1.7 
1912 31 a0 
1907 17 1.4 
1902 13 1.6 
100,000 tO §00,000...... 1922 8 0.3 
1917 9 0.3 
IgI2 7 0.4 
1907 6 0.5 
1902 6 0.7 
§00,000 and over........] 1922 8 0.3 
1917 8 0.3 
1912 8 0.5 
1907 6 0.5 
1902 4 0.5 














* Assembled from Census Reports, Central Electric Light and 
Power Stations. 


power industry. Units of electrical gen- 
erating equipment, as is characteristic of 
most industrial equipment, increase in 
physical efficiency with an increase of 
size. Whereas the first turbo-generators 
of 1903 were rated at 5,000 kilowatts, 
to-day a single unit of over 200,000 kilo- 
watts is under construction for a gener- 
ating company. Steam engines have 
largely been eliminated by the more eco- 
nomical turbine which is capable of 
greater capacity per unit of equipment. 
Improvements in transmission practice 


and equipment have made possible the 
economical distribution, over large areas, 
of electricity from centralized, generat- 
ing stations. As in the case of most en- 
terprises based on principles of mass pro- 
duction, a small fractional increase of 
efficiency with a large unit of equipment 
represents an appreciable saving. 

Although the same rule of efficiency 
applies in somewhat lesser degree to 
hydro equipment, its effect is not felt so 
quickly if a head of water exists in excess 
of present needs. Oil engines are limited 
in their application, even with the eco- 
nomical Diesel type, to small plants and 
for stand-by service. Usually the small 
independent plants are so handicapped 
by lack of capital that the installation of 
an oil engine, although it may become 
inefficient, is fixed for several years at 
least. Small plants as self-sufficient sta- 
tions whether municipal or private are 
thus shut off from the economies of size 
and mass production. 

Returning now to the municipal estab- 
lishments, if a population of 25,000 is 
taken as necessary for the support of 
moderately large-scale equipment, only 
2.3% of all municipal plants are within 
this limit (Table III). For most munici- 
pal plants an economic situation exists 
which sooner or later forces them to give 
up their self-sufficiency as generating 
stations if not their existence as munici- 
pal plants. The alternative is, of course, 


Taste IV. NumsBer OF PrivaTe EsTABLISHMENTS 
Groupep IN Cities oF DiFFERENT PopuLations, 
AND THE PERCENT. DisTRIBUTION IN EACH 
Group: 1902* 











Population of Cities Percent. 
in Which Located Number | Distribution 
Less than 5,000......... 2,044 72.8% 
5,000 to 25,000......... 554 19.8 
25,000 to 100,000........ 11S 4.1 
100,000 to 500,000....... 66 2.4 
500,000 and over........ 26 0.9 











* Census Report, Central Electric Light and Power Stations 
1902, table 6, p. 9. 
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the generation of electricity at a cost 
considerably above that of electricity 
being distributed by neighboring and 
competitive communities served from 
the more efficient, large-scale stations of 
an integrated system. 


Taste V. RELaTive ImportANCE OF DIFFERENT TYPES 
or OwnersHip OF CENTRAL E;ectric Estas- 
LISHMENTS: 1922* 














AVERAGE PER PRIVATE | AVERAGE 
ESTABLISHMENT PER Mu- 

NICIPAL 

Indi- Incor- ESTAB- 
vidual] Firm porated | LISHMENT 
Revenues (Dollars)....| 6,732] 8,221 355,737 » 102 
H. P. of Prime Movers. 71 92 2,319 ” 704 

K. W. Capacity of 

Generators......... 54 72 1,716 499 
K. W. Hours Generated/81 , 176|144, 127|13,915,943|1,033, 166 
Number of Customers . 145 172 3,962 637 

















* Census Report, Central Electric Light and Power Stations, 
1922, table on p. 6 and table 11, p. 13. 


The output of plants in places of less 
than 25,000 inhabitants was only 41.6% 
of the total kilowatt-hours generated by 
municipally owned establishments. But 
over 58% of the total kilowatt-hours 
purchased by municipal plants was 
bought by this group.® Probably the rea- 
son the latter percentage is not larger is 
that a large proportion of municipal 
plants are located in areas not served at 
present by the interconnected network 
of private systems. 

Municipal plants have not intercon- 
nected to a large efficient power plant 
jointly owned by the municipalities be- 
cause there are probably only a few dis- 





6 See Census Report, Central Electric Light and Power 
Stations, 1922, summary table at the bottom of page 7. 


tricts which have a sufficient number of 
municipal plants situated close together 
and with a connected load large enough 
to justify the common, large, efficient 
station. In addition, present legal limi- 
tations restrict the possibility for coop- 
erative action, and “local patriotism” 
and jealousy also constitute hindrances. 
Therefore, in contrast, a decrease in the 
number of municipal plants nearly al- 
ways means a decrease of municipal par- 
ticipation in the electric utility business, 
while a decrease in the number of pri- 
vate plants usually does not affect pri- 
vate participation in the business be- 
cause the private plant is merely inte- 
grated into a system. 


Experience of Small Private Plants as 
Shown by Census Data 


Turning now to the smaller private 
plants an assumption is made to gain an 
indication of their careers. The assump- 
tion is that the plants listed by the cen- 
sus as owned by individuals and by 
firms are small plants and that the cor- 
porations represent the large private 
plants. Some risk may be taken in mak- 
ing this assumption because undoubt- 
edly some corporations operate small 
plants and some firms or individuals may 
own large plants. When reference is 
made to average generator capacity, 
average number of customers, etc., of 
the three types of ownership (Table V), 














Taste VI. Rare or CHANGE IN Private EsTaBLisHMENTS, BY FiveE-YEAR PERIODs: 
1902-1922* 
NuMBER OF EsTABLISHMENTS INDIVIDUAL Firm INCORPORATED 
Periop 
Indi- Incor- Total Total Total Total Total Total 
vidual Firm porated | Revenue | Expenses | Revenue | Expenses | Revenue | Expenses 
1917-1922..... —22.2%| —20.9%| — 5.7%! 39-3%| 45.7%] 43-0%| 53.8%] 103.4%] 101.1% 
IgI2-I9I7..... 54.8 35.5 5.0 16.6 24.9 14.6 24.0 75.9 82.4 
1907-I912..... — 3.6 |—1.7 8.8 23.6 33-4 6.6 8.5 73-9 126.9 
1902-1907..... 15.3 30.7 24.7 t t t t T t 
































* Assembled from Census Reports, Central Electric Light and Power Stations. 
t Not reported separately. 
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the assumption which has been made 
seems valid. From this table, establish- 
ments may be ranked in relative impor- 
tance as follows: incorporated plants, 
municipal plants, plants owned by firms, 
and plants owned by individuals. 

A glance at Table VI will show that 
the small private plants owned by indi- 
viduals and by firms have had about the 
same experience as the municipal plants. 
Total expenses are increasing more rap- 
idly than total revenues and, moreover, 
the spread between the increase for ex- 
penses and the increase for revenues is 
much greater for private plants than for 
public plants. Even for corporations 
during this period, 1917 to 1922, the dif- 
ference between the rate of increase of 
total revenues and of total expenses is 
slight but sufficient (2.3%). This average 
2.3% differential in favor of increased 
revenues indicates that the corporations 
on the whole are becoming more profit- 
able although some may have managed 
only to keep going while others have a 
considerable increase in profitableness.’ 


Conclusion from National Experience 


A conclusion from national experience 
as indicated by the census data is that 
small establishments are being inte- 
grated into larger establishments. This 
movement from smaller to larger estab- 
lishments is not peculiar to a particular 
type of ownership; rather is it a character- 





7 Attention is called to the fact that the above com- 
parisons are between total expenses and revenues. Dis- 
cussion of the trend of expenses and revenues per unit 
would lead too far afield. 

§Such a conclusion would be evident from the ma- 
terial available in the Census Reports of Central Electric 
Light and Power Stations. For instance, the 1917 report 
contains a table (Table 96, p. 129-132) presenting the 
comparative cost statistics of selected generating sta- 
tions grouped according to output generated and type 
of primary power used. As long ago as the 1907 report 
the following statement (page 96) was made: “Indeed, 
the notable tendency toward the consolidation of small 
individual stations into large ‘systems’ with extensive 


istic of small plants regardless of owner- 
ship and is the result of technological 
advance.* The extent of the movement 
is better appreciated when the number 
of plants under each type of ownership 
at any time (Table II) is understood as 
the zet result of all substractions due to 
integration or withdrawal from business 
and of all additions due to new estab- 
lishments being started. For example, 
the 2,581 municipal plants in 1922 rep- 
resent the net result of the deductions 
from the 2,318 plants in 1917 of plants 
sold or “abandoned” by municipalities, 
and the additions made by the acquisi- 
tion through purchase or construction of 
public plants in other municipalities. 


Technique of a Study of Wisconsin 
Experience 


This conclusion or hypothesis based 
on census data seems substantiated by 
the study of the integration of electric 
light and power establishments in Wis- 
consin, continuing the investigation of 
municipal ownership in that state. In 
the study of integration the difficulty of 
separating types of private ownership 
suggested the use of census material to 
bring out the fact that all types of owner- 
ship are involved in integration. The 
search for available information about 
the private and public utilities of Wis- 
consin has gone further. Establish- 
ments were first classified according to 
networks has brought with it the wholesale ‘scrapping’ 
of plants and apparatus and the installation of generat- 
ing and consuming appliances of far higher efficiency 
and economy, in order to meet the demand on the part 
of the public for cheaper and better service.”” This same 
conclusion was reached in an unpublished thesis of the 
writer which was submitted in June, 1926, to the faculty 
of Northwestern University. ‘Nor has integration’ 
been limited to any particular type of ownership organi- 
zation as a decrease of all types from 1917 to 1922 is 
shown.” (p. 24.) The last paragraph of an article by 
Herbert B. Dorau, “The Rise and Decline of Municipal 
Ownership in the Electric Light and Power Industry in 
Wisconsin,” supra, n. 1, p. 181-2, suggests a similar 
conclusion. 
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whether they were generating all, part, 
or none, of their output and in addition 
a classification was made according to 
type of generating station.° 

Before presenting results of the analy- 
sis, certain details of method should be 
explained. Reasonable care was exer- 
cised in making the list of private plants. 
The writer is well aware that the list is 
not complete because continuous records 
of private plants could not be found. 
The Railroad Commission of Wisconsin 
did not have control of electric utilities 
until 1907 and even after that year the 
record is confused for a time. Any omis- 
sion of private plants would mainly af- 
fect the group of smaller plants whose 
size is a factor tending towards their 
elimination. The omission of these pri- 
vate plants which have come and gone 
without leaving a definite trace of their 
existence in available sources of infor- 


mation tends to make the results some- 
what more favorable to private owner- 
ship than a complete and accurate count 
would show. The extent of civic interest 
in the municipal plants prevents any 
loss of record or oversight of identity in 
their case.!° 


9 Acknowledgment is made to Miss Helen E. Heggie 
for her assistance in the classification of the material for 
the private plants. 


10 This does not mean that a municipal plant cannot 
be overlooked but only that the possibility of doing so 
is almost negligible. The record may be incomplete but 
even that is more than for some private plants which 
have not left a trace. As illustrative of the situation, the 
1902 census lists 28 municipal plants (with date of or- 
igin) originating in the period 1880-1902. Twenty-seven 
of these municipal plants have been found. The same 
report lists a total of 124 private establishments of that 
period and only 58 of these private establishments have 
been definitely located. Consequently the results of the 
study from a numerical point of view are more favorable 
to private plants than the real situation would warrant. 
Census reports are, of course, subject to errors, inevi- 
table because of the difficulty of complete enumeration. 
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When a private plant was purchased 
by another private plant, the identity 
of the first plant was merged with that 
of the second even though the first plant 
was kept as a legal entity apart from the 
second. This seems the proper way to 
treat such a situation in as much as, from 
an operating and business point of view, 
such private plants are considered as a 
system. However, the legal fiction of 
the subsidiaries and their holding com- 
pany is recognized by the Railroad Com- 
mission in that the subsidiaries may 
make individual reports which are then 
filed under the classification of the major 
company. For purposes of regulation, 
separation of accounts by districts, de- 
partment, community, or other division, 
is necessary. From the holding com- 
pany’s standpoint, moreover, a sub- 
sidiary is retained as a separate cor- 
porate entity to preserve certain indi- 
vidual corporate rights. But from an 
economic standpoint the business, or 
physical, separation of the subsidiary 
from the major company would be simi- 


lar to the removal of an active member 
of a living organism. The functioning of 
the organism would be impaired. In 
fact, the impaired functioning of the 
major company might, from a legal 
standpoint, be made the basis of a claim 
for severance damages. 


Wisconsin Establishments by Source 
of Output 


The similar experience of small pri- 
vate and municipal plants can be seen at 
a glance from the graphic portrayal of 
the statistical results of the study. 

Chart I presents the experience of 
municipal plants in Wisconsin when 
classified according to source of output." 
Chart II presents the experience of pri- 
vate plants in Wisconsin classified on the 
same basis. Table VII presents the 
data which were used in the preparation 


This chart was used by Herbert B. Dorau in the 
article previously referred to. It has, however, been 
revised in the light of more recent and complete infor- 
mation. As noted in that article, certain establishments 
were omitted and the same omissions are made here. 
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of all the charts. These charts tend to 
emphasize numbers of plants and cau- 
tion should be exercised in drawing infer- 
ences from numbers alone. The charts 
do show that, in general, the same phe- 
nomena are occurring among private 
plants as among public plants. 

The number of private establishments 
generating all their output has decreased 
since 1914 just as did muncipal plants at 
about the same time. This decrease may 
be caused by changing to partly purchas- 
ing, to entirely purchasing, or to in- 
tegration into a system. Integration of a 
private plant into a system does not in- 


crease the number of establishments in 
the class of the major company since in 
this study such a circumstance for either 
private or public plants is treated as it 
truly is—an absorption. On the other 
hand, it appears from the charts that the 
number of private establishments gener- 
ating and purchasing and the number of 
those purchasing their entire output has 
increased. 

However, the chart method does not 
readily lend itself to comparative analy- 
sis. Moreover, these economic phenom- 
ena seem best studied from a dynamic 
point of view. Therefore, because of the 


Taste VII. Anatysis or ExTENT AND CHANGING CHARACTER OF OWNERSHIP oF ELEc- 
tric LigHT AND PowER EsTABLISHMENTS IN WISCONSIN BY YEARS, 1882-1926 
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difference in numbers and their dynamic 
significance a better method of compari- 
son is the rate of change of the number 
of private and public plants in each class. 
This method tends to eliminate the influ- 
ence of mere aggregates in number. A 
quick method of making such a compari- 
son is to plot the respective series with a 
logarithmic scale. In reading curves 
plotted with a logarithmic scale for one 
coordinate, interest is centered in the 
slope of the curve which represents the 
rate of change of the series of data being 
examined. 

All the series of classifications given in 
the Wisconsin municipal and private 
ownership charts (Charts I and II) are 
presented for rate-of-change comparison 
in Figures 1 to 4 (Chart III). In Figure 
1, the rate of change of the total number 
of private and municipal establishments 
shows that the relative decrease in the 
number of municipal plants is less than 
that for the number of private plants. 
This does not mean that municipal 
plants are gaining ground or that private 
ownership is disappearing. More valid 
deductions are that private ownership is 
concentrating into larger companies and 
that municipal establishments display a 
certain reluctance or inertia in adapting 
themselves to changed economic condi- 
tions. (See subsequent comment on Fig- 
ure 4.) 

Figure 2 shows that the rate of de- 
crease in the number of private generat- 
ing establishments has been similar to 
that of municipal plants. The number of 
generating stations which are also pur- 
chasing has a tendency, even yet, slowly 
to increase for private ownership while 
displaying a rapid rate of decrease for 
municipal plants (Figure 3). 

? For an explanation of this method and the analysis 
in connection therewith, the geader is referred to Kar- 
sten, Charts and Graphs (New York: Prentice-Hall, Inc., 


1923), Chapters 32 to 36, inclusive, or any book on 
Statistics. 


The rate of increase in number of mu- 
nicipal purchasing plants (Figure 4) 
marks the shift of municipal establish- 
ments from the classification of Figure 3. 
On the other hand, the private purchas- 
ing plants have a decided rate of de- 
crease in number. The explanation is 
probably the greater flexibility of private 
ownership. When an electric power 
plant begins to purchase, the cost of 
purchased power is less than or at least 
not any more than the cost of generation 
by that establishment. Whether the gen- 
erating equipment is inadequate, obso- 
lete or simply small-scale, is beside the 
point. The purchasing establishment, 
including personnel and equipment, is 
comparatively less efficient than the sell- 
ing establishment. While personnel can- 
not be overlooked, equipment is a major 
factor. And large-scale equipment usu- 
ally brings economy of production and 
operating personnel. 

So when a small establishment begins 
to purchase, without extenuating cir- 
cumstances of temporary handicap, it is 
an admission of economic inferiority in 
generation. Private owners meet the 
situation squarely and dispose of the 
plant to the better situated establish- 
ment. Public owners are often moti- 
vated by a pride which resists economic 
forces sometimes for a short while and 
sometimes indefinitely. Moreover, the 
complex procedure involved in the sale 
of municipal establishments would also 
introduce a lag in the movement toward 
integration. These considerations ac- 
count for the trend of the municipal 
curve in both Figures 1 and 4. 


Wisconsin Establishments by 
Type of Station 


The classification of “generating” 
plants was further divided into steam, 
hydro, and gas and oil establishments for 
both private and public ownership in 
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CHART II} 


RATE OF CHANGE OF NUMBER OF MUNICIPAL AND PRIVATE ELECTRIC 
UTILITY ESTABLISHMENTS IN WISCONSIN: 1882 -1926 
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Wisconsin. An establishment was classed 
as steam when 50% or more of the prime 
motive power was furnished by steam, 
although 40% might be hydro and 10% 
gas and oil. When a hydro establish- 
ment is acquired by a steam establish- 
ment, a decrease occurs in the number of 
hydro establishments without an in- 
crease in the number of steam establish- 
ments. If a hydro establishment were 
sold to another hydro establishment, the 
result would be a decrease in the number 
of hydro establishments. An establish- 
ment is included in these classifications 
even though it is purchasing part of its 
output. 

As Figures 5, 6, and 7 (Chart IV) are 
examined, a rather marked similarity in 
the behavior of the rate of change of pri- 
vate and municipal plants will be noted. 
Steam plants (Figure 5) and gas and oil 
plants (Figure 7) display a more rapid 
rate of decrease for municipal than for 
private ownership. In fact, only one 
municipal gas and oil establishment re- 
mains, although there are still a number 
of such private plants. 

A steam plant has a high operating 
ratio and unusual increases of operating 
expenses will quickly force a decision of 
the question of continued operation. 
Moreover, as previously stated in de- 
scribing the technology of the industry, 
steam plants with large-scale production 
have a decided advantage over similar 
small-scale plants. Thus the small munic- 
ipal and private steam generating plants 
would tend to decrease in number. Gas 
and oil plants also have a high operating 
ratio with a correspondingly quick adjust- 
ment to rising costs, if any adjustment 
other than a complete shut-down is possi- 
ble. The adjustment would, of course, 
depend on whether power were available 
for purchase, or whether steam or hydro 
generation could be economically substi- 
tuted for the gas or oil engine. 
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A hydro plant, on the other hand, has 
a low operating ratio and, as long as no 
new capital expenditure is required, the 
already heavy capital commitment may 
allow continued operation with abnor- 
mal operating expenses rather than suf- 
fer abandonment or unfavorable adjust- 
ment. But, whereas the rate of decrease 
in number of private hydro plants has 
been accelerated (as the result of pur- 
chase by steam powered systems) the 
municipal hydro plants show a six-year 
tendency to retain their ranks relatively 
complete for the reason just stated. 
Figure 6 does not, of course, take into 
consideration the fact that the municipal 
plants may be increasing the amount of 
power purchased. A growing com- 
munity, which does not wish to be 
cramped for electric power, would either 
have to increase the hydro installation, 
purchase power, install auxiliary gener- 
ating equipment or sell the municipal 
plant. Since the capacity of a hydro site 
is usually limited, the other alternatives 
will after a period of time change the 
classification of the plant. The number 


of hydro plants may then be expected 
to fall. 


Conclusions as to Integration 


One of the conclusions from the study 
of the foregoing material is that small 
generating establishments, municipal and 
private, in an area of interconnection, 
are becoming purchasing plants or a dis- 
tributing area for an interconnected pri- 
vate system. A purchasing plant is often 
just an intermediate stage in integra- 
tion. This conclusion applies, in general, 
to small establishments regardless of 
type of ownership. Moreover, the fact 
that changes in number are occurring 
more rapidly under one type of owner- 
ship than under another is not a reflec- 
tion upon the type of ownership, and 
does not by itself warrant an inference 
that one type of ownership is preferable 
to another. The technological advances 
in the mass production of electricity in 
recent years should be recognized, in the 
writer’s opinion, as a major influence in 
the rapid reorganization of both private 
and public portions of the industry. 








fir 


re! 


es! 
di 
an 
ju 





ted 


idy 
nall 
and 
ion, 
dis- 
pri- 
ten 
ra 
ral, 

of 
act 
ing 
\er- 
lec- 
and 
nce 
ble 
ces 
in 
the 


ate 








THE PHILADELPHIA BUILDING AND LOAN 
ASSOCIATION PLAN OF FINANCING 
BY SECOND MORTGAGES 
By W.N. LOUCKS 


The Problem in General 
‘i crux of the real estate financ- 


ing problem lies in the second 
mortgage. To borrow money on a 

first mortgage on real estate is, and will 
remain, a relatively easy procedure. 
However, when the purchaser of real 
estate attempts to borrow a sum in ad- 
dition to that borrowed on a first lien 
and to give as security for such loan a 
junior lien, difficulties are encountered 
which often prove insurmountable for 
legitimate real estate financing projects. 
An increasing percentage of home 
ownership by occupants is generally 
thought to enhance political and social 
welfare. However, the desire to own 
one’s own home is often made entirely 
ineffectual by the discouraging lack of 
facilities for financing safely and at a 
reasonable cost that portion of the pur- 
chase price between what the purchaser 
has available in his own pocketbook for 
a down payment and the sum which 
he can borrow on first mortgage security. 
To be more specific, let us follow the 
attempts of a hypothetical purchaser to 
buy a $5,000 home. Assume that $5,000 
is a fair price, representing the real mar- 
ket value of the property, and that the 
prospective purchaser is able and willing 
to pay down $1,000 from his own pocket. 
His problem is to borrow $4,000 on se- 
curity of the real estate being purchased. 
It will undoubtedly be easy for him to 
find a bank, building and loan associa- 
tion, or insurance company which will 
lend him $2,500 on a first mortgage at a 
reasonable interest rate. Fifteen hun- 


dred dollars remains to be secured, and 
the ability of the potential purchaser to 
close the deal rests squarely upon the 
possibility of borrowing this sum on the 
security remaining after the first mort- 
gage upon the property has been placed. 


Should the purchaser request such a 
loan from his bank, he will be told that 
the bank is unable to lend him more than 
$2500 on a first mortgage and is kept 
from extending credit on a junior lien by 
both banking laws and conservative 
banking practice. The reply of insurance 
company officials will be similar. They 
must place their funds only in ultra-safe 
investments and consequently limit their 
real estate loans to one-half of the mar- 
ket value of the property on first mort- 
gage security. 

Should he seek a loan covering this 
$1500 from a building and loan associa- 
tion, supposedly the mecca of home pur- 
chasers, he will receive more encourage- 
ment. He can borrow more than one- 
half, possibly even two-thirds, or, in this 
case, about $3500, from the association. 
However, it must all be on first mortgage 
security and he will be required to repay 
the entire sum in the course of Io or 12 
years in monthly payments large enough 
to cover interest as well as amortization 
of the principal. Since, as owner of the 
property, he will be called upon from 
time to time to meet such additional 
payments as insurance, repairs, taxes, 
these monthly building and loan pay- 
ments will probably appear burdensome 
and the purchaser may decide to finance 
the project in the only remaining way, 
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that is, by borrowing $2500 on a straight 
first mortgage from a bank or insurance 
company and seeking the remaining 
$1500 from a private lender or mortgage 
company lending on second mortgage 
security. Just how he would fare in the 
hands of such lenders will be discussed in 
more detail later, but it will suffice here 
to say that the conditions usually im- 
posed are so onerous that the borrower 
who realizes what they actually mean 
will probably be strongly inclined to re- 
main a tenant indefinitely. 

In short, this prospective home pur- 
chaser has found that there is no estab- 
lished agency which will handle such 
financing at a cost he can afford to bear. 


Nature and Extent of Philadelphia Plan 


In one city, however, our hypothetical 
purchaser would encounter a wholly dif- 
ferent situation. In the City of Phila- 
delphia a unique plan of second mort- 
gage financing which is highly favorable 
to the borrower has been in operation 
for many years. The purpose of this ar- 
ticle is to describe and evaluate this plan 
of second mortgage financing which will 
be hereafter referred to as the ‘“Phila- 
delphia Plan.” 

The prospective home purchaser in 
Philadelphia would proceed in the fol- 
lowing rather standardized manner: Af- 
ter paying $1,000 from his own funds, a 
sum representing his original equity in 
the property from the time of purchase, 
he would borrow from a bank, insurance 
company, or private lender about $2500, 
giving as security a first mortgage on the 
property being purchased. This first 
mortgage loan would be arranged as a 
straight loan requiring only interest pay- 
ments during its life. Although it would 
be a three- to five-year loan, there would 
be one or two or possibly more renewals. 
Such a first mortgage loan having been 
secured, the purchaser would go to a 


building and loan association and apply 
for a loan of $1500 on second mortgage 
security. Should an examination of the 
property and the reliability of the bor- 
rower yield satisfactory results the asso- 
ciation will lend the $1500, taking a 
second mortgage on the property as se- 
curity. By the terms of this plan this 
second mortgage loan should be repaid 
over a period of 11 to 11% years through 
the installment purchase by the bor- 
rower of one share of the association’s 
stock for each $200 of the loan. The bor- 
rower also pays interest on the loan while 
it is outstanding. The second mortgage 
loan having been repaid, the borrower 
would then turn his attention to repay- 
ment of the first mortgage loan. 

The advantage of this plan to the bor- 
rower is obvious. His monthly obliga- 
tions in addition to repairs, taxes, in- 
surance, etc., include according to the 
illustration, interest on the straight 
$2500 first mortgage loan, interest on 
the $1500 second mortgage loan, and 
monthly installment payments on $1500 
of the association’s stock to liquidate the 
second mortgage loan. In contrast to 
this, the purchaser under the ordinary 
building and loan plan would be required 
to pay interest on the $4000 first mort- 
gage loan, if he had been so fortunate 
as to get a loan covering as much as 
80% of the value of the property, and 
monthly payments large enough to liqui- 
date the entire $4000 in Io to 12 years. 
It is very apparent that the Philadelphia 
plan is a means of reducing the monthly 
obligations of the purchaser although, of 
course, he does not become the possessor 
of an unencumbered title as soon as he 
otherwise would. 

Despite the fact that this plan has had 
a long and extended use in Philadelphia, 
no attempt previous to this has ever 
been made to survey comprehensively 
this method of financing. Although the 
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investigation was hampered by inability 
to get certain data which were desired, it 
is nevertheless felt that a partial analy- 
sis will be of value in view of the wide- 
spread suspicion and misunderstanding 
with which the Philadelphia plan is 
looked upon outside that city. 

The investigation,! which ended some- 
thing more than a year ago, centered 
around two questions: First, what does 
second mortgage money borrowed under 
the Philadelphia plan cost the borrower? 
Second, are loans made on second mort- 
gage security under the Philadelphia 
plan safe? 

In the cited illustration the association 
lent on second mortgage security up 
to 80% of the value of the property after 
a first mortgage covering 50% of the 
value had been taken as security for a 
loan by a bank or other mortgage financ- 
ing agency. Of the 200 Philadelphia as- 
sociations included in the sample upon 
which this study is based, four-fifths will, 
under satisfactory conditions, lend on 
second mortgage security a sum which 
will bring the total of the first and second 
mortgage loans up to 80% of the value 
of the property. Although a few of the 
associations studied indicated a willing- 
ness to go beyond this, the usual pro- 
cedure is for the association to grant a 
30% loan in addition to the 50% granted 
by some other financing agency on a 
first mortgage. It is to be noted that the 
associations which make these second 
mortgage loans almost never hold the 
first mortgages on the same properties. 

The 3400 building and loan associa- 
tions of Philadelphia can be divided into 
three groups. Those in the first group, 
which according to our study includes 





1 Information concerning the use of this plan was se- 
cured from about 200 Philadelphia building and loan 
associations. These associations constitute about 6% 
of all the associations in this city and hold nearly % of 
the total assets of the Philadelphia associations. Since 


about 14% of all the associations, lend 
only on first mortgage security; the sec- 
ond, including the associations which 
make advances only on second mort- 
gages, constitutes about 17% of the 
total; while the third group, or those 
which lend on both first and second 
mortgages (the seconds being on differ- 
ent properties than the firsts), includes 
about 69%. The importance of second 
mortgage loans in the business done by 
the associations in this third group is 
indicated by the fact that more than 
one-half of these associations have more 
than one-half of their loans on second 
mortgages. In fact, the Philadelphia 
plan is used so extensively in that city 
that practically all of the second mort- 
gages placed on homes are financed 
through building and loan associations. 
At the present time there are probably 
more than $250,000,000 of these second 
mortgage building and loan loans out- 
standing. 


I. The Cost of Second Mortgage Money 
under the Philadelphia Plan 


An analysis of the Philadelphia plan 
discloses the highly standardized nature 
of the specific charges made by the Phil- 
adelphia associations for second mort- 
gage money. A brief statement of the 
various items of cost which the borrower 
is called upon to pay is set forth below. 
The first three are monthly obligations 
which continue during the entire life of 
the loan, that is, until the shares being 
purchased are fully paid for, whereas 
the remaining seven items are paid but 
once during the life of the loan. It must 
be borne in mind that these charges ap- 
ply to second mortgage loans only. 





the investigator had no power to force the associations 
to supply data, all information received was volun- 
tarily given. The application of various checks to the 
data indicates that its voluntary nature does not depre- 
ciate its value for purposes of analysis. 
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1. Interest Rate: A standard interest 
rate of 6% is charged for second mort- 
gage loans. This the borrower is required 
to pay each month on the full amount 
of the loan until it has been completely 
repaid. 

2. Premium: Competitive bidding 
among borrowers was the origin of this 
cost item. In the early history of the 
Philadelphia building and loan business, 
borrowers bidding for funds held by the 
association offered premiums in addi- 
tion to the regular interest rate. The 
loan went to the borrower who offered 
the highest premium. From this situa- 
tion has developed the present premium 
practice which requires the payment of 
a definite premium by all second mort- 
gage borrowers in addition to the inter- 
est rate. Legally, this premium may go 
as high as $.3314 per $200 share per 
month. In actual practice there is a 
nearly standard charge of $.25 or $.30 
per share per month. This premium is in 
reality an additional interest charge and 
must be paid during the entire life of the 
loan. 

3. Monthly Payment on Shares: This 
is the monthly installment of $1.00 per 
share of $200 par value which the bor- 
rower pays toward the purchase of stock 
in the association. When these shares 
are fully paid for, they equal the face of 
the loan. 

4. Entrance Fee: Admission to mem- 
bership in the association is automatic 
upon the granting of the loan but is con- 
tingent upon the payment of this fee. 
Just why such a fee is charged is not 
very clear but it is usually represented 
as caring for a portion of the overhead 
expenses of the association, such as the 
cost of issuing shares, keeping records, 
etc. The practically uniform practice 
is to charge the borrower $.25 per share 
when the loan is granted. This is some- 
times referred to as a membership fee. 





5. Appraisal Fee: Appraisal of the 
property to be used as security, before 
the loan is granted, is generally done by 
a committee consisting of three officers 
of the association. For this service the 
committee receives a nominal fee vary- 
ing from $3.00 to $6.00, which the bor- 
rower pays. One of the outstanding 
features of the Philadelphia plan is the 
careful appraisal. 

6. Title Insurance: The purpose of 
this charge is to eliminate the risk of 
having the security back of the loan 
impaired through future discovery of 
some defect in the title to the property. 
The borrower is therefore required to 
take out in the name of the association 
title insurance equal to the amount of 
the loan and to bear the cost of this in- 
surance, which in Philadelphia amounts 
to about $35.00 to protect an equity of 
$1000. 

7. Fee for Recording Mortgage: This 
fee, which the borrower must of course 
pay, amounts to about $6.50 for a stand- 
ard second mortgage. 

8. Sheriff’s Sale Certificate: The lender 
on second mortgage security is always 
in danger of having the security back of 
the loan impaired by the foreclosure of 
some prior lien. In Philadelphia it is pos- 
sible to purchase from title insurance 
companies certificates guaranteeing that 
the second mortgagee will be informed 
immediately upon the filing of a fore- 
closure proceeding on any lien prior to 
the second mortgage. This certificate, 
for which the borrower must pay, costs 
$10.00 for the life of the loan. 

g. Solicitor’s Fee: This fee is paid by 
the borrower to the solicitor or convey- 
ancer who draws up the deed and the 
mortgage, sees that each is properly re- 
corded, and arranges other legal details. 
It is sometimes called the conveyancer’s 
fee, or the fee for “‘making settlement,” 
as this part of the procedure is termed in 











Ph 


ust 


bet 
sor 
rov 
pec 
bef 
ap] 
for 
cor 
fer 
as 

thi: 
rov 
ner 
wh 
of | 
gal 
ass 
con 
exis 
eve 
the 
me! 
non 
to ¢ 
ter 

non 
mis 
sior 
amc 
less 


the 


not 


Car 
tot 
to b 
stoc 
of t 
inst 
shai 
quit 





the 
fore 
e by 
icers 
> the 
rary- 
bor- 
ding 
; the 


e of 
k of 
loan 
y of 
arty. 
1 to 
tion 
it of 
$ in- 
unts 
y of 


This 
urse 
and- 


nder 
vays 
k of 
e of 
pos- 
ance 
that 
med 
ore- 
r to 
‘ate, 
osts 


| by 
yey- 
the 
 re- 
ails. 
er’s 
nt,” 


d in 











PHILADELPHIA SECOND MORTGAGE PLAN 371 


Philadelphia. Its amount varies, but 
usually does not exceed $25.00 for a loan 
of from $1000 to $1500. 

ro. Commission: A fee for the “go- 
between” who arranges for the loan is 
sometimes another cost item to the bor- 
rower. This function of advising pros- 
pective purchasers and representing them 
before the association in presenting an 
application for a loan is sometimes per- 
formed by a man more or less closely 
connected with an association. Some dif- 
ference of opinion exists in Philadelphia 
as to the legitimacy of the charge for 
this service, but since in fact the bor- 
rower is sometimes called upon to remu- 
nerate a “go-between” such a payment, 
when made, must be included in the cost 
of the second mortgage loan. It is ille- 
gal in Pennsylvania for an officer of an 
association to act in such a capacity for 
compensation but considerable suspicion 
exists that it is sometimes done. How- 
ever, if, at the time the application for 
the loan is presented, the applicant is a 
member of the association, possibly a 
non-borrowing depositor, the practice is 
to charge him no commission. As a mat- 
ter of fact, a great many borrowers, even 
non-members, do not have to pay com- 
missions for loans. When these commis- 
sions are charged they exceed 5% of the 
amount of the loan so rarely that 5% or 
less may be considered the usual charge. 

Several other conditions which affect 
the net cost of the loan must also be 
noted: 

Number of Shares the Borrower Must 
Carry: Reference has already been made 
to the fact that the borrower is required 
to buy shares of the lending association’s 
stock equal in par value to the amount 
of the loan paying therefor in monthly 
installments. In exceptional cases extra 
shares must be carried, but the usual re- 
quirement is one share for each $200 of 
the loan. 


Maturity Periods of Shares: The length 
of the period over which the borrower 
must continue payments on the pur- 
chase of these shares and thereby repay 
his loan obviously has an important 
bearing on the net cost of the loan. 
These ‘‘maturity periods” vary because 
they depend in part upon the profitable- 
ness of the individual associations. In 
all but exceptional associations they 
range from 132 to 138 months. 

Allowance to Withdrawing Members: 
Should the borrower decide to repay his 
loan in its entirety before his stock in the 
association has matured he may do so, 
but he will not receive the entire amount 
of profit which an accounting of the af- 
fairs of the mutual association would 
show to be due to his shares. Various 
schemes for making allowances of par- 
tial profits to withdrawing members are 
in use. These need not be discussed 
beyond noting that, if the borrower re- 
pays his loan and withdraws before his 
shares mature, the cost of his loan will 
slightly increase. 

Fines: Philadelphia associations levy 
2% fines on all overdue obligations of 
borrowing members. 

The calculation of the total net rate 
paid for second mortgage money should 
fairly include only those charges which 
the home purchaser would not have been 
required to pay had he paid cash, but 
which he does have to pay because he is 
borrowing the money. Therefore, our 
calculation includes interest, premium, 
monthly payments on shares, entrance 
fee, appraisal fee, fee for recording the 
mortgage, cost of sheriff’s sale certificate, 
and commission, but of the cost of title 
insurance, on the assumption that the 
purchaser would protect his title by such 
insurance whether or not he borrows; 
and we include only a part of the solici- 
tor’s fee on the assumption that some 
papers would have to be drawn up and 
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detail work cared for, no matter how the 
funds were acquired, although this ex- 
pense would not be as great if the sale 
were for a cash consideration. 

Accordingly, the items of cost in cal- 
culating a total net rate on a $1000 sec- 
ond mortgage loan were listed as follows: 
Interest, $5.00 per month; premium, 
$1.50 per month; payment on shares, 
$5.00 per month; entrance fee, $1.25; 
appraisal fee, $6.00; fee for recording 
mortgage, $6.50; sheriff’s sale certifi- 
cate, $10.00; commission, $50.00; so- 
licitor’s fee, $15.00. The assumptions 
were made that the borrower does not 
repay the loan until it is due, that is, 
until the shares he is carrying have ma- 
tured, and that he has no fines on ar- 
rearages to pay. Also the maturity 
period of shares was assumed to be 138 
months. 

The problem then was to resolve all 
of these cost items into a total net cost 
rate paid for the loan. For this purpose 
a formula set up by H. F. Clark and F. 
A. Chase in their book, “Elements of the 
Modern Building and Loan Associa- 
tions” was adopted. In using this for- 
mula, all of the payments made but 
once, such as the entrance fee, appraisal 
fee, fee for recording the mortgage, 
sheriff’s sale certificate, commission, and 
solicitor’s fee were deducted to find the 
net loan, and the rate was computed on 
the basis of this net loan. This, of 
course, means that the items just men- 
tioned are all included in the actual rate 
found to be paid. 

A calculation on this basis shows that 
the borrower pays 12.8% for his second 
mortgage loan. However, it will be 
noted that this calculation takes the 
largest amount in the cases of several 
variable items and it is obviously unfair, 
therefore, to take 12.8% as the usual 
cost of second mortgage funds to the 
usual Philadelphia borrower. Rather, 


this would be the cost to those borrowers 
who encounter the most unfavorable 
conditions in their financing. 

It is apparent that another calculation 
should be made to find the rate paid by 
the large number of borrowers who un- 
questionably encounter charges less than 
those used above for some of the items. 
In this new calculation a premium of 
$1.25 per share per month was substi- 
tuted for that of $1.50; the commission 
charge was eliminated since so few bor- 
rowers have to pay one, and since, more- 
over, all borrowers could free themselves 
from such a charge if they would plan 
ahead and become non-borrowing de- 
positors a few months in advance of the 
time they expect to apply for a loan; and 
a maturity period of 136 was used in- 
stead of 138 months, because so many 
associations have maturity periods of 
136 months or less. 

This new calculation results in a cost 
of 9.4%, which probably more nearly 
represents the usual cost of second mort- 
gage money borrowed under the Phila- 
delphia plan. To summarize, although 
some borrowers probably pay less than 
9.4% or more than 12.8%, the usual cost 
is between these two rates, tending to 
be much nearer the former than the 
latter. 

In considering this cost rate it must be 
remembered that the calculations are 
based upon a $1000 loan and that some 
of the items of cost would not increase 
proportionately with increases in the 
amount of the loan. For instance, the 
appraisal fee, the fee for recording the 
mortgage, and the cost of the sheriff’s 
sale certificate would not increase at all, 
while the solicitor’s fee might increase, 
but possibly not in proportion to in- 
creases in the amount of the loan. This 
simply means that the net rate paid for 
the loan would decrease as the amount 
of the loan increases and that if we had 
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used aflarger loan in our calculation a 
lower rate cost would have resulted. 

It is no less important to note the in- 
clusiveness of the calculated cost rate. 
Items such as the appraisal fee, fee for 
recording the mortgage, cost of the 
sheriff’s sale certificate, and the fee for 
drawing up the legal papers have all 
been included. Even the borrower 
might not include these when thinking 
of the cost of his second mortgage loan, 
but in order to get what can truthfully 
be called the ¢ota/ net cost of the loan 
such items should be considered. 


Is the Cost under the Philadelphia Plan 
Excessive? 


Is the cost of second mortgage money 
under the Philadelphia plan fair and 
reasonable? The discussion of this ques- 
tion is hampered at the outset because 
standards as to the fairness and reason- 
ableness of charges are practically non- 
existent in the field of second mortgage 
financing. Comparison of the cost in 
Philadelphia with the cost of second 
mortgage money elsewhere is the only 
alternative. 

The investigation of this phase of the 
problem extended to Cleveland, Detroit, 
Pittsburgh, Baltimore, Chicago, and 
New York, as well as to a group of 
smaller cities. Information as to second 
mortgage financing costs was also re- 
ceived from about 25 state banking de- 
partments. The following summary and 
generalizations are based on this infor- 
mation, although the details of second 
mortgage financing conditions in specific 
places are at the same time interesting 
and startling. It is to be remembered 
that outside Philadelphia second mort- 
gage financing is almost entirely in the 
hands of second mortgage companies 
and private lenders. These agencies are 
often unregulated or evade attempted 
regulation in their drive for large profits. 
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Taking care to be duly conservative, 
we may say first that, outside of Phila- 
delphia, second mortgage loans are prac- 
tically never granted for a longer period 
than three years and in a great many 
places not in excess of one or two years, 
whereas a second mortgage loan under 
the Philadelphia plan runs without re- 
newal for 11 to 11% years, or until the 
shares the borrower is purchasing have 
matured. In the second place, it is im- 
portant to note that outside Philadel- 
phia the extra costs of various sorts are 
both numerous and large. For instance, 
one large mortgage company in a city 
near Philadelphia, under the heading of 
“How to Buy a Home on Easy Terms,” 
states its charges to include, in addition 
to the interest rate, a “service charge” 
of 4% per annum for renewal (this com- 
pany grants second mortgage loans for 
only one year at the end of which re- 
newal is necessary), and in addition the 
borrower must pay for drawing up the 
legal papers, search of title and record- 
ing of the mortgage. From a large mid- 
western city comes the information that 
the “prevailing” charges for second 
mortgage loans are, in addition to the 
“6% or 7%” interest charge, “10% com- 
mission per year for the use of the 
money’ and that in addition to this “‘the 
borrower pays a mortgage tax on the 
mortgage . . . and he also pays attor- 
ney’s fees for drawing up the papers and 
examining the abstract.” In comparison 
with such charges, the commission some- 
times paid by the borrower in Philadel- 
phia to a go-between is almost negligible. 

Moreover, the insidious practice of 
discounting second mortgages is very 
prevalent outside Philadelphia. Mr. 
Samuel N. Reep reported after a com- 
prehensive survey of second mortgage 
financing costs in 1925: ‘“‘On the average 
I found that companies were discounting 
one-year paper at 10%, two-year paper 
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at 15% and three-year paper at 20%, 
while in some localities, there was a dis- 
tinct attempt to make only one-year 
paper at a discount of 10%, charging the 
same discount the following year for re- 
newal.’’? Our study leads to the conclu- 
sion that this description is still applica- 
ble to second mortgage financing in a 
great many places. 

However, the discount does not repre- 
sent the actual rate paid per year for the 
borrowed money. Discounting a $1000 
second mortgage at 10% for one year 
means that the borrower receives from 
the lender only $900, whereas at the end 
of the year he must repay $1000 plus 
interest on $1000 at probably 6% for the 
year. A simple arithmetical calculation 
shows that such a borrower pays for his 
money an actual rate of 17.8% a year, 
exclusive of all expenses incidental to the 
loan, such as drawing up the papers. If 
this loan were for two years, with a dis- 
count of 15%, the actual cost including 
only interest and discount would be 
15.9% a year. If it were for three years 
with a discount of 20%, the actual rate 
would be 15.8% per annum. The dis- 
counting of second mortgages is practi- 
cally unknown in Philadelphia. 

It would be interesting but useless to 
prolong further this description of sec- 
ond mortgage financing costs outside 
Philadelphia. A mass of data shows the 
conditions cited to be general. Although 
doubtless borrowers elsewhere may get 
second mortgage loans at lower rates, it 
would be safe to say that the usual cost 





2 National Real Estate Fournal, p. 47 (June 29, 1925). 
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of second mortgage money outside of 
Philadelphia, if calculated on the same 
basis as in this study, would range from 
15 to 20 or possibly 25% a year. 

The evidence amply justifies the ap- 
plication of the term “reasonableness” 
to the cost of second mortgage loans 
made by the building and loan associa- 
tions of Philadelphia. In fact, to add a 
degree of definiteness to the comparison, 
we may say that the cost of second 
mortgage funds elsewhere is rarely as 
low as the 12.8% which was found to be 
the net cost to those Philadelphia bor- 
rowers who pay the highest rate for their 
money. Since Philadelphia second mort- 
gage borrowers as a whole pay some- 
thing less than 12.8%, probably around 
10%, we can concur in the challenge 
made at a meeting of the Mortgage and 
Finance Division of the National Asso- 
ciation of Real Estate Boards several 
years ago (which, by the way, was not 
made by a Philadelphian): “If there is 
any other section of the country that 
can produce a second mortgage at the 
rate Philadelphia can produce it, I 
would like to know where it is.”> We 
conclude that the Philadelphia plan 
meets satisfactorily the first test ap- 
plied: reasonableness of the cost of the 
second mortgage loan to the borrower. 

The second test—the safety of loans 
made on second mortgage security under 
the Philadelphia plan—will be consid- 
ered in the second installment of this 
article in the next issue of the Fournal. 





3 Proceedings, Mortgage and Finance Division, Na- 
tional Association of Real Estate Boards, p. 73 (1923). 
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SHOULD BARE-LAND VALUES BE TAXED 


MORE HEAVILY? 
By HARRY GUNNISON BROWN 


Subjective versus Objective Approach 


The old saying that “possession is nine 
points of the law” might well be applied 
to our economic practices and institu- 
tions. It is exemplified in our attitude 
towards taxation, for whatever method 
of taxation happens to hold the field at 
any given time is difficult to dislodge. 
Doctrines of alleged fairness cluster 
about it and habituation lulls dis- 
content. A similar psychology causes 
people to question the new and un- 
familiar. So even a tax system as far re- 
moved from our present practice as the 
“single tax on land values” would prob- 
ably have among its supporters many of 
those who are now most definitely op- 
posed to it, if only they had been accus- 
tomed to it from youth, had been sur- 
rounded by others equally accustomed to 
it, and had learned the arguments best 
fitted to defend it instead of those used 
to defend the tax system we now have. 

In the case of any controversy be- 
tween adherents of substantially our 
present taxation system and adherents 
of site-value taxation, the only really 
objective basis of comparison is one that 
has reference to the effects, whether 
observed or indicated, of these divergent 
tax policies. On the reasonable assump- 
tion that the nature and consequences of 
the existing system are the more familiar, 
I shall be mainly interested here to show 
what consequences, be they good or bad, 
might be expected from the substitution 
of the system of site-value taxation. 


Incidence of Land-Value Tax 


At the outset it is important to make 
clear two facts. One is the fact that a 


tax on the rental value of land cannot be 
shifted. The other is that the value of 
land is not to be arrived at in exactly 
the same way as the value of produced 
capital. 

That a tax on the rental value of land 
cannot be shifted either in higher rents 
to tenants or in higher prices for goods, 
economists generally insist. Such quali- 
fications as may be made to this state- 
ment (however interesting they may be 
to the theorist) are of little practical 
importance and need not here be dis- 
cussed.! As a general proposition there 
can be no question that a tax on the 
rental value of land, applied equally 
whether the land is used or not and re- 
gardless of how used, is not shiftable 
and, indeed, may even, by forcing 
speculatively-held land upon the market, 
cause land rents to fall. 

It is unnecessary to go at length into 
the argument that a tax on land values 
-annot increase rents. Suffice it to say 
that if such a tax did raise rent, people 
would economize in the use of land just 
as they economize in other things when 
they must pay higher prices for them. 
Thus, more land would be left unused 
than if the rents had not been raised, 
and the owners of such unused land, 
rather than lose all income from it while 
yet having to pay the new tax, would 
quickly reduce rents to the former level. 


Valuing Capital versus Valuing Land 


The value of capital as distinguished 
from land depends on its cost of produc- 


1 The reader who is interested in a consideration of 
these qualifications will find them in Harry Gunnison 
Brown, The Economics of Taxation, (New York: Henry 
Holt & Co., 1924), pp. 219-232. 
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tion—or of reproduction. The value of 
land depends solely on its expected 
future income and the current interest 
rate at which this income is capitalized. 
This is a basis for the contention that a 
tax on land has different effects—be they 
better or worse—than a tax on capital. 

Extreme statements usually need quali- 
fication and it is not at all my intention 
to assert that the value of capital is 
causally influenced only by the cost of 
producing or of replacing it. The value 
of any piece of capital, e. g., a steamship, 
is undoubtedly related to its expected 
future yield. If it chance to be unsea- 
worthy, its having cost a million dollars 
to build will not make it worth a million. 
Likewise, if built for use in a river or 
lake from which it cannot be moved but 
where no sufficient demand for its serv- 
ices develops, a vessel will not be worth 


’ as much as it cost to build. 


Of course, the estimated value of the 
future services of a ship (as of any piece 
of capital) is an essential element in 
determining its present capital value. 
But this is not the only element. Cost 
of production (contemporary cost, i. e., 
cost of reproduction) is a no less essen- 
tial element. No matter how valuable 
the expected future services of a steam- 
ship, if another just like it can be built 
now for a million dollars the one already 
built can hardly be sold for five million 
dollars or for two million or even for a 
million and a half. Except as influenced 
by some necessity of immediate use or 
by some other special and unusual 
circumstance, a buyer will not pay for 
any instrument of capital substantially 
more than its current cost of reproduc- 
tion. Nor in any case, could sellers, for 
long, charge more, for a higher price 
than this would make the business of 
supplying such capital more profitable 
than other lines of business and would 
tempt new competition, so lowering the 


price. On the other hand, a lower price 
than this would cause construction of 
such capital to cease. As a long-run pro- 
position, then, the value of capital is, 
of necessity, not much above or below 
its current cost of production (cost of 
duplication.)? 

But in the case of land, there is no 
cost of production or duplication. No 
individual and no group of individuals 
can duplicate Wall Street or the loop 
area of Chicago. I am not attempting 
to argue here that no group of individuals 
is ever in a position strategic enough to 
start a city. Still less am I contending 
that never can any individual or group 
purposely and effectively bring about a 
change in the value of a specific small 
piece of land. I have discussed elsewhere’ 
the contention that these things may 
sometimes and in some degree be ac- 
complished and have, I hope, made 
the requisite allowances. But, after all, 
the topography, land and water, of 
the earth is not essentially a matter of 
human causation, and the establishment 
of the advantages of specific sites or 
pieces of land is in only slight degree a 
matter subject to the conscious and 
purposeful control of individuals or busi- 
ness groups. I think the reader will see 
that I am not insisting on any extreme 
and unqualified view, even though the 
limits of space make it desirable that I 
do not now develop the possible qualifi- 
cations, as I have elsewhere. But, with 
or without qualifications, the general 
nature of the difference between capital 
and land which I am here trying to make 
clear, will be admitted by most sensible 
persons once they understand the terms 
in which it is stated. 





2For analysis and criticism of possible objections, 
see Harry Gunnison Brown, Economic Science and the 
Common Welfare, (Columbia, Mo.: Lucas Bros., 1926, 
3rd ed. pt. II, Ch. IV, secs. 5, 6 and 9. 


3 op. cit., supra n. 1, pp. 219-232. 
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To illustrate, Smith contemplates 
purchasing a lot and a building for the 
purpose of starting a retail store. Jones 
offers him exactly the lot and building 
that he desires, asking a price for the 
two of $50,000. An equally satisfactory 
lot, adjacent to the first, is obtainable 
for $20,000. Smith realizes, therefore, 
that the extra $30,000 is really a pay- 
ment for the building. Suppose, how- 
ever, that an equally good building for 
his purpose, perhaps an exact duplicate 
of the one Jones has, can be constructed 
for $20,000. He will then, clearly, refuse 
to pay $50,000 for Jones’ lot and building 
and will consent to pay only about 
$40,000. The possibility of constructing 
another building limits the price Smith 
will pay for this one. But no such pos- 
sibility limits the price he will pay for 
the lot since, in the case of the lot, no 
such possibility exists. If Smith is not 
satisfied to pay $30,000 for this specific 
building he may, indeed, look for an- 
other building (which, however, someone 
had to construct, so that cost of con- 
struction will affect supply and, there- 
fore, value), as, if not satisfied with the 
price of the lot, he may look for another 
lot. But he can also construct an addi- 
tional building, duplicating the one 
desired, and he can not construct a new 
lot. There is, in short, one more alterna- 
tive open to him with regard to the 
building than with regard to the lot. 


If development of the tributary ter- 
ritory or increased population of the city 
in question brings it about that this site 
(and, also, the adjacent unimproved lot) 
promises to the user a much larger 
annual return than before, competition 
will compel Smith, if he would possess 
the lot, to pay a much higher price. 
Neither Smith nor any one of his pos- 
sible rivals for the site will be dissuaded 
from purchasing it at a markedly higher 
price than the $20,000 it was worth 








TAXATION OF BARE-LAND VALUES 377 


under the circumstances first assumed, 
on account of any idea that he can make 
or construct such a site at lower cost. 
Nor will the fear of any such preposter- 
ous eventuality cause the owner of the 
lot, or of any similar lot, to charge any 
lower price than seems now to be justi- 
fied by its probable future yield. 


Let us, then, put the valuation of lots 
in terms of arithmetic. Suppose a lot 
to have, because of its situation, an ex- 
pected net yield of $1,000 a year in ex- 
cess of a reasonable return on the capital 
invested or to be invested in improve- 
ments. And suppose the general rate of 
return yielded by capital in excess of 
allowance for depreciation to be 5%. 
Then the lot in question should sell at 
$20,000. If the owner confidently ex- 
pects it to yield him $1,000 a year and 
knows that $20,000 available to invest 
in capital construction or otherwise 
would probably yield no more, he will 
hardly want to sell for less than $20,000. 
If the prospective purchaser believes he 
can make $1,000 on an investment of 
$20,000 in capital or by lending it to 
some one for the construction of capital, 
he will hardly want to pay more than 
$20,000 for the lot.* 


4 Here, as elsewhere, some little qualification may be 
desirable. Many buyers and sellers of lots probably 
make no calculations regarding probable actual yields. 
They sell for what they can get or buy for a price that 
corresponds to what others seem to be paying. They 
may buy solely for speculation intending to sell to 
others for as much as they can persuade the latter to 
give. But would-be purchasers of land who themselves 
wish to use it productively can scarcely afford not to 
calculate the probable future advantage or yield of the 
sites they would purchase. And would-be sellers who 
are themselves capable of using the land they would sell 
are unwise unless they too make such calculations. 
Even the would-be buyers and sellers who do not 
themselves so calculate are bound to be affected, at 
least indirectly, by the estimates of those who do. 
Thus we get back, inevitably, to our original basis for 
the valuation of land, viz., its expected future net yield 
and the current rate of interest. 
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Different Consequences from Taxing Cap- 
ital and from Taxing Land 


Now we are prepared to inquire 
whether a tax on land values, taking any 
given proportion up to 100% of the rent 
(actual or, in the case of speculatively- 
held land, potential) will have the same 
or different consequences from a tax 
on produced capital, e. g., on improve- 
ments. The fact is that the former tax 
will reduce the selling value of land, 
while the latter will not, as a long run 
proposition, reduce the value of capital, 
for capital is constantly wearing out and 
requiring replacement and, unless it is 
worth what it costs, men will not re- 
produce it. A very heavy tax on capital 
may, indeed, discourage its construction. 
It may, possibly, by reducing the reward 
of saving, make thrift seem less worth 
while. It may thus leave the community 
with less adequate equipment for the 
forwarding of industry and may so, 
conceivably, bring about widespread 
poverty. But in so far as capital is 
saved and constructed, despite the 
possible discouragement of the tax upon 
it, such capital must, in general, be 
worth as much as it costs to construct. 

Since the value of land, on the other 
hand, is determined solely by capitaliz- 
ing at the current rate of interest the 
net rent which its owner can expect to 
receive from it, a tax which decreases 
what the owner can receive will neces- 
sarily make the title to the land less 
valuable. 

The owner of a specific piece of land 
will not necessarily have his total income 
reduced by such a tax, if it takes the 
place of a tax previously levied on all 
property. Indeed, in case his land is 
highly improved, his net income will 
very likely be /arger than before, since 
to remove the tax from his valuable im- 
provements will probably save him more 
than the increased tax on his less valu- 


able land will cost him. But the ‘otal 
salable value of his property will be less, 
since the improvements cannot be worth 
more than their cost of duplication and 
since the value of the land must be 
lower than if it were not taxed. 

It does not follow that the property 
owner is any worse off. Although, if 
desiring to sell, he would have to dispose 
of his property at a lower price because 
of the effect of the tax on the salable 
value of the land, he could for the same 
reason buy another piece of land at an 
equally reduced price. 

Regardless of whether or not import- 
ant objections to increased land-value 
taxation exist, I cannot avoid the sus- 
picion that at least a considerable part of 
the opposition to it among real estate 
men arises from a failure to distinguish 
clearly between taxation of bare-land 
values and taxation of real estate. I am 
not here trying to say that the so-called 
“single tax” would be a lighter burden 
on real estate in general than real estate 
now bears. I am rather emphasizing the 
general principle upon which the single- 
tax propaganda is based, viz., that the 
rental value of land, as a community- 
produced value, is peculiarly fitted to be 
a source of public revenue. This prin- 
ciple is quite consistent with a /ower 
tax on a great deal of real estate than the 
tax now levied upon it. Also it would be 
consistent with such a lower tax even if 
all the rental value of land were taken 
by the public. If no more was taken— 
and a tax on rent can of itself hardly 
take more than all the rent there is— 
nothing whatsoever would be taken from 
the earnings on the improvements, 
however extensive or however large their 
earnings. If such a tax on bare-land 
rent, even at 100%, could not provide 
all the revenue needed by government, 
the remaining revenue required might be 
raised in various other ways, such as 
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through inheritance, income and con- 
sumption taxes, and need not involve 
any further tax on real estate as such. 


An Arithmetical Contrast between Two 
Tax Systems 


In order to make as clear as possible 
the distinction between bare-land-value 
taxation and taxation of property in 
general, let us suppose part of the 
United States to have one system and 
part the other. Then we can, at least 
mentally, compare the two systems 
advantageously, with a view to deter- 
mining how each would affect the eco- 
nomic welfare and the industrial devel- 
opment of the territory where it is as- 
sumed to be in operation. Let us suppose 
the new system, viz., land-value taxation, 
to be in effect in the Coast states, both 
Atlantic and Pacific, and the old system 
to be still in effect in the Mississippi 
Valley states. 

We shall consider the problem first 
in terms of arithmetic, in order to avoid 
as far as possible any lurking prejudice 
or sentiment. Then, perhaps, we can all 
agree as to what are the differences in 
the effects likely to be produced, how- 
ever cordially we may later disagree 
regarding our desire or lack of desire 
that either set of effects be sought. 

It will make the argument clearer if 
we assume, at the outset, a definite 
figure for the return to capital. We shall 
suppose this to average 7% throughout 
the United States. But in the central 
area, where all property is taxed, the 
tax takes about 2%, leaving a net re- 
turn on all improvements made and 
all other capital of 5%. Since lenders 
can get about 5% and since owners of 
real estate can make 5% on their im- 
provements, no one can afford to buy 
land (or, having some, to buy more) at 
a price so high that the future net rent 
(after tax subtractions) is less than 5% 
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of the price he pays. No owner of land 
will wish to sell at a price so low that the 
interest he can earn, after investing the 
sale price in capital, amounts to less 
annually than the net rent he would 
get from the land. 

Now we are ready to make our illus- 
tration more precisely arithmetical. Sup- 
pose a certain person has improvements 
on his land in the form of one or more 
buildings worth $6,000 and which could 
be duplicated for $6,000. The yield, at 
the current rate here assumed for the 
Mississippi Valley states, is 7%, or $420 
in excess of allowance for depreciation. 
But of this $420, the sum of $120, or 2% 
on the capital, is taken in taxation. 
Thus a net return of $300 or 5% remains. 

So far we have made no allowance 
for rent of the lot. Because of its situa- 
tion an excess return of $280 is secured 
above the ordinary interest on capital 
and this is properly to be regarded as 
rent (land rent or site rent or economic 
rent). If the surplus $280 were received 
for efficiency in managing a business, 
it would not be rent. But as it is $280 
in excess of interest on the value of the 
improvements and can be secured by the 
owner without productive work on his 
part, being paid to him by some one else 
desirous of using the lot, it is properly 
to be placed in the rent category. 


If taxes on rent take % of the entire 
rent, as we assumed to be the case with 
the $420 return from the improvements, 
then $80 of the $280 will be taken in 
taxation, leaving $200 as net rent. Since 
the current net interest rate is 5%, a lot 
which is expected to yield $200 a year 
net should normally be worth that sum 
of which $200 is 5%, namely $4,000. 
Then we can say that the land and im- 
provements together are worth $4000+ 
$6000 or a total of $10,000, that the 


-yield is 7% of this or $700, that the tax is 


2% on the salable value (3% of the in- 
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come) or $200 and that the net yield is 
$500 or 5%. The owner, in practice, 
may not distinguish his land from his 
capital and may consider simply that 
he has a net return of $500, or 5% on a 
$10,000 investment. Yet, however un- 
conscious of it he may be, the fact is 
that the value of the capital depends 
largely upon and cannot appreciably ex- 
ceed its current cost of production, while 
the value of the land can be arrived at 
only by capitalizing its expected future 
rent at the current interest rate. 

Now compare one of the sections 
where a tax on the rental value of land 
was assumed to have replaced the general 
property tax. To make the comparison 
clear we shall suppose in this territory a 
case similar in the value of the improve- 
ments and in the location advantages of 
the land. Then we shall have the im- 
provements worth $6,000 with a yield 
above depreciation of $420 or 7%. And 
there will be an additional return, due 
to advantageous situation, of $280. 

According to our assumption no tax 
in this territory was levied on real estate 
improvements, whether buildings, orch- 
ards or drainage systems, or on any 
other capital. Whatever tax would 
have been levied on these items rests 
on the rental value of land. Instead of 
taxing the improvements $120 and the 
land $80 (3% of the actual or potential 
annual income in each case), the tax 
rate is made high enough on the bare- 
land value to secure the same total of 
revenue. This means, if the proportion- 
ate returns from land are 35 what they 
are from improvements, as in this case, 
a tax rate on the land of not less than 
5¢ of the rental yield. Thus, the tax on 
this particular piece of land would be 
$200, leaving a net rent of $80. (If this 
tax, resting equally on valuable unused 


land, forced such land into use and so. 


somewhat reduced rents, the remaining 


net rent from such a piece of land might 
be between $75 and $70 instead of $80.) 

The net return on improvements, 
since these are not taxed, will be $420 
or 7% instead of $300 (or 5%), and the 
net rent on the lot, after the tax is sub- 
tracted, will not exceed $80. What is 
the bearing of these two facts on the 
salable value of the lot? Since invest- 
ment in improvements will net 7% in- 
stead of 5% and since borrowers who 
wish to make improvements can afford to 
pay about 7% interest and, because of 
competition for funds, would have to 
pay substantially that,° land would tend 
to be valued by capitalizing its rent ona 
7% basis. The lot in question should 
therefore be worth that sum of which 
$80 is 7%, or about $1143 ($1142.93-), 
instead of $4000 as in the territory where 
all property is taxed alike. 

To purchase a piece of land and con- 
struct on it $6000 worth of improve- 
ments, in order to get a net yield on 
both after taxes of $500 ($300 on im- 
provements and $200 rent on land), 
would require, where property in general 
is taxed, an initial accumulation of 
$10,000. Where the entire tax in ques- 
tion is on bare-land values, the amount 
necessary to save in order to secure an 
equal income (in this case $420 on im- 
provements and $80 on land) is only 
$7143. The requisite investment is al- 
most $3000 less for the same income. 
In other words, the person who works 
and saves for the purpose of making 
improvements in or on land or of start- 
ing a business can secure a net return 
of 7% as easily as he could secure 5% 
if capital were taxed. 

Factories, stores, office buildings and 
houses cannot well be moved from the 
territory where they are taxed to the 





5 Except as, possibly, kept down by inflow of funds 
from the area where capital is taxed. See the next 
paragraph but one. 
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territories where they are not taxed, 
but future construction resulting from 
new accumulations or savings will be 
undertaken by preference in the terri- 
tories where they are not penalized.® 
After all, the average investor does pre- 
fer a 7% untaxed return to a return of 
only 5% (7% minus a tax of 2%). Indeed, 
we may safely guess that a very large 
portion of the more conservative busi- 
ness men in the Mississippi Valley states, 
of those most bitterly opposed to any 
substitution of land-value taxation for 
other taxes, would be the quickest to 
send their own savings into the Atlantic 
Coast and Pacific Coast states where 
such savings would yield the higher net 
returns. This might be most unfortunate 
and an evidence of lack of loyalty to 
their professed principles on the part 
of the conservative persons in question, 
but there is little doubt that they would 
be definitely so influenced.’ 

What then? If more and more funds 
flow into the Atlantic and Pacific Coast 
states for investment, the amount and 
quality of land improvements, buildings 
and equipment in these sections will in- 
crease. This will doubtless tend to lower 
the net return on capital towards that 
of the Mississippi Valley states, while 
raising it in the last-named section 
through a progressive scarcity of capital. 
The greater amount of capital in the 
Atlantic and Pacific Coast states should 
facilitate improvement in methods of 
production, add to the efficiency of labor, 
make the productivity of labor, there- 
fore, high, and tend towards high wages 
and large returns to enterprise. 





®Of course it will be said, and with some justice, 
that the flow of investment is likely to make impossible 
the continuance of such a difference in rates of return 
on improvement. Such an objection, however, if made, 
would be at the same time a significant admission. 
It would be an admission that the territories which tax 
bare land more and improvements not at all are more 
desirable or profitable places for investment than the 
territory which continues to tax all property alike. 


There is, furthermore, another pos- 
sible influence which we ought not en- 
tirely to overlook, the influence of 
heavier bare-land-value taxation on the 
speculative holding of land out of use. 
Without now discussing this problem 
fully or inquiring whether or not any 
good purpose is ever served by such 
speculation, we may surely say that in 
so far as good land is held out of use by 
speculators, land is for the time being 
made artificially somewhat scarcer than 
it otherwise would be, rents and sale 
prices of land are made higher and wages 
are made lower. Forcing good land into 
use has at least three results: more re- 
mote and otherwise poorer land need 
not for the present be used; industry is 
thus more productive; and the active 
factors in industry as a whole are better 
paid. 

We have seen that new capital will 
tend to flow to the Atlantic and Pacific 
Coast territories where capital is not 
taxed; that new ventures will prefer 
to start there, assuming other condi- 
tions equally good; and that land for the 
establishment of these ventures can be 
obtained there more cheaply. But how 
about the ordinary wage earner? Is he 
in any measure a gainer? Will he too 
prefer the land-value-tax territories to 
the general-property-tax region? 

It is, indeed, very hard to conclude 
otherwise. Suppose that we consider 
seriatim the advantages to him of the 
land-value-tax system. He finds that 
the territories which apply it are—or 


7Clearly, we must guard against the danger of ex- 
aggeration. Even though net returns on all new in- 
vestments were raised by 2% in the coast states, while 
remaining the same in the valley states, this might 
not at once greatly affect the flow of investment. Only 
as education of investors proceeded to the point where 
they really comprehended the effects of the policy, or at 
least became cognizant of the difference in net per 
cent. return, would they be influenced. But it is truly 
difficult to avoid the conclusion that sooner or later 
such a flow of investment funds must occur. 
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soon become—better supplied with capi- 
tal. This makes his labor more effective 
and, therefore, more in demand, and so 
tends towards high wages. The result- 
ing gain is somewhat accentuated by the 
fact that the best land is available for 
use—since speculative holding does not 
pay. With more available space city 
congestion is somewhat relieved and 
rents tend to be lower. If the wage 
earner saves something from his wages, 
he can lend or invest it with hope of a 
higher return because it is untaxed. 
At any rate he can secure such a higher 
return unless or until the inflow of 
capital and possibly new accumulations 
encouraged by the higher net interest 
reduce the return to the level realizable 
in the less favored territory. In case he 
desires to own his home, the greater 
cheapness of land will be frequently a 
net advartage to him of hundreds of 
dollars. With his larger income he can 
the sooner save a given amount for a 
home and with the lower price of land 
he need not save so much. 


Professional economists sometimes fail 
to comprehend that any advantage is 
secured to the thrifty poor man anxious 
to earn enough to secure land for a farm, 
home or business, by the greater cheap- 
ness of land induced by the tax. What 
such economists say is that the lower 
salable value of the land induced by the 
tax is offset by the higher tax on it so 
that whatever the buyer gains on the one 
hand he loses on the other. So common is 
this objection among trained economists 
that it is hard for one to realize its utter 
superficiality. Even if the lower price of 
land is entirely offset by the higher tax 
on the land, we must not forget that 
this higher tax on the land displaces a 
tax on improvements. Not to have the 
tax on the improvements is, then, an 
absolute net gain to the buyer and im- 
prover of land whether he wants it for 


a home or for some other purpose. No 
one can deny it who admits that land 
value is determined by the capitalization 
of net rent and who follows his arithme- 
tic. He may feel this result of a land- 
value tax to be lamentable but he can 
scarcely deny that it is a result. 


Two further points are to be noted. 
We have temporarily put out of account 
the possible higher, because untaxed, 
net interest on capital in the territories 
taxing only land values, as a result of 
which the salable value of land, being 
capitalized at a higher rate, might fall 
in greater proportion than its net rent. 
For the moment we have also ignored 
the possible effect of such a high land- 
value tax in discouraging land specula- 
tion, increasing competition to get land 
used, and so lowering both the net rent 
of land and the salable value which de- 
pends on it. Can it possibly be claimed 
that the lower price of land, which is 
caused by the tax subtraction from its 
rent, by the further possible diminution 
of its rent because of discouraged land 
speculation and by the capitalization of 
this remaining rent at a higher interest 
rate and, along with all this, the removal 
of all taxes on improvements, does no 
more for the thrifty poor man who finally 
saves enough to buy a home than to 
balance the increased tax on the bare 
land and so leave him no better off? 

If the arithmetic of the above argu- 
ment is correct, it would seem that no 
tax on incomes, specific commodities or 
sales can possibly make the conditions 
of life so favorable for a poor man who 
is nevertheless thrifty and desirous of 
some day being an owner of land, as a 
tax on bare-land values. Few, if any, 
of these other taxes would completely 
avoid burdening him either directly or 
indirectly, and none of them would have 
all of the desirable consequences for him 
which land-value taxation would have. 








tax 
no! 








nd 


ion 


o ons 








Furthermore, the system of land-value 
taxation would make easier the eco- 
nomic rehabilitation of those whom 
bankruptcy has reduced to financial 
ruin or whose children, because of the 
business reverses suffered by their par- 
ents, must again start at the bottom of 
the business ladder. 

It must be said, however, that the 
smaller the area in which land-value 
taxation is applied, the more ephemeral 
are its special benefits to the people of 
that area. Thus, if it should be applied 
in but a single city or county, any re- 
sulting benefits to the majority of the 
population (of such city or county) 
would too soon be largely neutralized by 
the inflow of population from the less- 
favored places outside and by the result- 
ing increased competition for jobs and 
for land. It would perhaps indicate 
undue optimism to expect that notable 
apparent consequences would follow 
the gradual adoption of such a land- 
value-tax system here and there in 
cities or other local governing units. 

Nevertheless, even some who are a bit 
doubtful of the merits of such a tax 
system might without inconsistency 
urge its adoption in a few places by way 
of experiment and in order that the 
growth and development of such places 
under its operation might be studied. 
Or, is the system demonstrably so ter- 
rible, on theoretical or a priori grounds, 
that we should strenuously resist its 
securing even a precarious foothold in 
our American life—if it has not already 
done so in the “graded tax system” 
of Pittsburgh and Scranton, Pennsyl- 
vania! 


The “Confiscation” or “Vested Rights” 
Argument 


I am not going to offend either the 
conservative supporter of the status quo 
by asserting that the private owner’s 
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claim to economic rent may properly be 
confiscated entirely or the enthusiastic 
single taxer by contending that it stands 
on the same basis as every other prop- 
erty right. After all, as a practical 
proposition, large political bodies, like 
large physical masses, can be got under 
motion only slowly, and so no general 
change can be brought about except by 
degrees. Is it not, therefore, academic 
and futile to dispute at great length the 
question whether, as a matter of ab- 
stract ethics, society has a “right” 
suddenly to substitute for our present 
taxation system, a system appropriating 
practically all the rental value of land? 
That question may, of course, be de- 
bated. But I fear that the debating of 
it here would cloud the real and practical 
issue with passion and so be worse than 
useless. The real question is rather 
whether society has a right, by gradual 
steps, to change its tax policy in the 
indicated direction, if and when the ma- 
jority is convinced that the public wel- 
fare would be thus furthered. 


While the argument that increased 
taxation of land values would violate 
vested rights may be effective propa- 
ganda against such taxation, it is 
probable that many of those who use 
this argument are far from being, in 
other respects, consistent supporters of 
vested rights. Thus, to illustrate, a local 
gas company is started with a cost for 
plant construction of $500,000. A rea- 
sonable net return might be $35,000 or 
7%. But through lack of regulation, 
the company is enabled for some years 
to charge rates making $105,000 net or 
21%. On the basis of this rather large 
return the stock of the company is in 
great demand and sells for $300 a share 
or at the rate of $1,500,000 for the whole 
concern. If the rates are now brought 
down by regulation, the salable value 
of stock bought in good faith by inno- 
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cent purchasers will be reduced to per- 
haps only 1% of what they paid for it. 
Will those who say that no increase of 
land-value taxation, however gradual, 
is permissible, though it greatly relieves 
capital and enterprise, also agree that, 
if innocent parties have in good faith 
purchased stock in an unregulated mon- 
opoly, then the public is forever morally 
estopped from regulation and must be 
willing to pay monopolistic rates for all 
future time? Who does not suspect, if 
he does not indeed know, that many 
sticklers for vested rights as against 
land-value taxation, are not only favor- 
able to rate regulation in the circum- 
stances above described, but even favor 
that economically unreasonable regula- 
tion which would make no allowance to 
the regulated companies, in this day 
of high prices and values, for the great 
depreciation of the dollar? 

But let us turn our attention to the 
tariff. Suppose that, during a long period 
of Democratic control of Congress, the 
tariff is lowered and stays low and that, 
in consequence of the greater cheapness 
of certain raw materials a number of 
manufacturers build up an export trade 
of considerable proportions in products 
made of these materials. Then come 
Democratic defeat and revision of the 
tariff upwards. How many Republicans, 
conservative supporters of vested rights, 
would say that a moral obligation exists 
not to increase the tariff because of the 
injury which might follow to a business 
man in the described situation? Or, 
reversing our hypothesis as to parties, 
how many of Democratic persuasion, 
who favor tariff reduction, will admit 
that the long continuance of a high 
tariff, the fact that people have made 
their investments on the supposition of 
its continuance and the fact that to re- 
duce it will lower the salable value of the 
property of people who have thus in- 


vested—how many will regard all this as 
conclusive against any tariff reduction, 
even a gradual one? 

Whatever may be the reader’s opinion 
about the desirability of prohibition, all 
of us must admit that its establishment 
lowered the salable value of the business 
property of some of the people. Surely it 
cannot be denied that here was an in- 
fringement of “vested rights.” But the 
policy was adopted with fairly wide- 
spread support and with almost no 
reference to the bugaboo of “confisca- 
tion.” 

Those who favor regulation of mo- 
nopoly prices, or who believe in tariff 
increases or decreases, or who were 
eager for prohibition, despite the effects 
of any or all of these changes in reducing 
the value of some people’s property, 
and who oppose increased land-value 
taxation, will say of the last named: 
“Oh, that’s different.” And yet, is it 
utterly different? Do investors in all 
these other ventures invest at their 
peril and does the purchaser of land 
purchase it with the implied moral obli- 
gation on the part of society never to 
move, no matter how gradually, in the 
direction of relatively heavier taxes on 
land values? Might there be some ex- 
cuse for a slightly different view, viz., 
that the purchasers of land have not 
bought it with any binding implied 
pledge on the part of society never to 
change its tax system, even by degrees, 
to the possible disadvantage of such pur- 
chasers, but merely with the practical 
certainty that no such change will, as 
things work themselves out in our 
political life, be made suddenly and 
without warning?® 





8 I once heard, in conversation with an agricultural 
economist of some reputation, an interesting comment 
on the proposition that the tax on land values might be 
increased gradually. The comment was to the effect 
that to increase the tax by degrees was like cutting 

(Continued on page $85) 
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Is Speculation in Vacant Land Desirable? 


After having discussed the arithmet- 
ical aspects of land-value taxation, let 
us turn to a very few of the more im- 
portant specific objections made to the 
proposal. I have discussed most of these 
at some length elsewhere® and do not 
believe that the entire matter need be 
repeated here, especially as some of the 
objections are so seldom presented and 
others are almost pitifully untrue or 
beside the point or insignificant. A few 
of the more important objections, how- 
ever, ought by all means to be examined 
carefully. 

One of the points sometimes made by 
opponents of land-value taxation may be 
termed an attack on a kind of outpost, 
though perhaps not an altogether unim- 
portant one, of the land-value-taxation 
philosophy. In answer to the argument 
that an increased tax on land would 
discourage speculative holding of land 
out of use, it is often said that such 
speculative holding is desirable and 
ought not to be prevented. This answer 
does not seem to me a convincing one, 
yet it contains a very small admixture 
of truth. Holding a piece of land out of 
use during a few years will sometimes 
save it for a later and better use, obviat- 
ing the expense of building and tearing 





(Footnote 8 continued from page 284) 
off a dog’s tail by degrees. Of course, any real thought 
at once reveals the fact that the analogy is false. To 
cut off a dog’s tail in sections multiplies the animal’s 
pain according to the number of times it is done, 
whereas to raise a tax on bare land by degrees very 
greatly reduces the loss to the landowner, even assuming 
that the removal of taxes on improvements does not 
really offset or more than offset his loss in regard to the 
land. For the salable value of the land is arrived at, 
as we have already seen, by capitalizing its prospective 
rent, and, in this process of capitalizing, the rent of the 
more remote future years is of negligible arithmetic 
significance. So a gradually rising tax which slightly 
diminishes net rents of the first few years and diminishes 
greatly only the rents of the remote future, lowers the 
present salable value of the taxed land and its salable 
value for the first few years by a comparatively small 
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down again a structure less suited to 
the long-run potentialities of the land. 

Thus, suppose a land speculator held 
vacant a piece of land near the center of 
a rapidly growing town. Conceivably 
some one might otherwise build a house 
on this lot and, a very few years later, 
the circumstances might call for a twelve 
or fifteen-story office building on the 
site. Meanwhile the house might not 
have earned enough to justify its having 
been built. To tear it down in order to 
make room for the skyscraper would be 
an expense that might have been avoided. 
To leave it up until it is old and no 
longer serviceable would keep the land 
from a use in which it would be of more 
service. 

Yet there is clearly a loss to the com- 
munity from the holding of land out of 
use. More remote and poorer land has 
to be used instead. In a city the specu- 
lative holding of lots forces builders 
sooner into the suburbs. As a result, 
streets, sewers and gas mains have to be 
extended farther from the center of the 
city; telephone and electric light wires 
have to be stretched over longer dis- 
tances; transportation problems become 
more difficult of solution; store delivery 
service is made more expensive, and the 
expense to individuals of riding or walk- 
ing longer distances to and from their 
work is increased. 


amount; whereas an immediate increase of the tax 
to the maximum lowers the present salable value of the 
land by a great deal. All this is not to deny, of course, 
that whatever advantages land-value taxation might 
bring are also delayed in their arrival by the attempt 
to postpone, for the benefit of present landowners, any 
rapid fall in land values. (It should not be necessary to 
elaborate on the arithmetic of this. It is simple enough 
to be understood by anyone who knows the process of 
finding the present value of a series of future incomes.) 


9See Harry Gunnison Brown, Economic Science and 
the Common Welfare, 3rd edition, (Columbia, Mo. 
Lucas Bros., 1926), Part II, Ch. VI and Taxation of 
Unearned Incomes, 2nd edition (Lucas Bros., 1925), and 
various articles in the Fournal of Political Economy in 
1925-1928. 
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Losses such as these may actually be 
much greater where speculation is com- 
monly thought of as not acute than 
where it is supposed to be rampant. 
The speculator in a rapidly growing 
town who soon sells out to users, even 
though at a high profit to himself, at 
least does not cause the incident waste, 
so far as his lots are concerned, to con- 
tinue a very iong time. But the owner 
of vacant lots in a slowly growing town 
who holds them for many years waiting 
for them to rise in price or, equally, to 
avoid selling at a loss, is to that extent 
responsible for the long continuance of 
waste and loss to others. 

If, with all this economic loss to the 
community from the keeping of good 
and well-situated land out of use there 
may be also at times some avoidance 
of waste, the ideal method might be 
to penalize keeping the land out of use 
when such speculation causes a net 
waste and not to penalize such action 
when it avoids waste. But no legislature 
or administration could formulate any 
precise and satisfactory rule for de- 
termining when such balance of good 
exists. 

Something might be gained if we could 
devise a system which would cause the 
gains and losses incident to land specula- 
tion to impinge on a single mind; and 
that, the mind of the person who has 
title to the land, is in a position to 
determine whether the land shall or shall 
not be yet used. If the gains from hold- 
ing the land out of use until a later 
date accrue to a private speculator, 
whereas the economic losses therefrom 
fall on the community at large, then, 
even though these losses vastly exceed 
the gains, this fact will exert no slightest 
influence towards getting the land used 
and so terminating the losses. 

But there is perhaps danger in assum- 
ing that the speculation in question is 


more intelligent than it really is. What 
about that large mass of owners of va- 
cant lots who have property which they 
hold with a kind of vague hope that it may 
rise in price, who are unwilling to sell 
except at a price higher than available 
buyers will pay, no matter how great the 
economic waste to the community, and 
whose holding of the land certainly is 
no benefit, in the way of economy, to 
the community. 

If, in general, vacant lots in cities 
were kept vacant until they could be 
used for banks, office buildings, and de- 
partment stores, then the tearing down 
of less valuable structures would be 
avoided, although the waste of waiting 
through the years and having mean- 
while to extend wires, delivery service, 
etc., longer distances might amount to 
a sum far exceeding the incident benefits. 
But what if the vacant lots are held 
vacant and builders of dwelling houses 
are driven farther out from the city’s 
center, only that the lots may be sold 
after the lapse of 10 or 20 or 30 years to 
new residents who build there houses 
of the same general type as would have 
been built in the first place? All of us 
see lots remaining unused for years, 
even for decades, while new houses are 
built farther from the city’s center, the 
unused lots, however, being developed, 
after more distant sections have been 
partly settled, for the building of houses 
similar to those farther out. We know 
that, after years have passed, the more 
centrally located areas finally come to 
have very few vacant lots, so that when 
the need for putting skyscrapers upon 
them does arise the ground is en- 
cumbered by buildings which must be 
torn down. It would be rash to assert, 
on the basis of the evidence, that land 
speculation, with the speculator com- 
paratively untaxed and a loss from his 
holding the land idle falling heavily on 
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others, actually benefits the community 
or that it does not, on the average, cause 
a real and definite loss. 

Economists sometimes present a theo- 
retical argument intended to show that 
land speculation is really very little 
practiced. This argument runs to the 
effect that speculative holding of land is 
not on the whole profitable, and that 
people will not therefore engage in the 
practice. It is supposed that the land- 
owner, even if he hopes for a rise in the 
value of his land, will not refuse to make 
use of this land or allow others to do so 
for a price, while he is waiting for the 
rise in value to come. He will, it is sup- 
posed, allow his land to be used because 
to do so is more profitable than not to 
do so. 

The trouble is that much land which, 
if improved, would be well worth using, 
cannot be advantageously used unless 
it is improved. But who is to do the 
improving. It must be the speculating 
owners themselves, or tenants who are 
users of the land, or other owners who 
acquire it by purchase. Let us see, by 
considering each class of persons, why 
land may be held out of use although 
such holding is less profitable than use 
would be. 

Among those who hold land out of use 
for a rise are some who have not the 
means to improve it, unless they sell 
part to raise the means for improving the 
rest, and this, if they anticipate a rise, 
they will not desire to do. Others among 
such owners expect, although doubt- 
less often mistakenly, such rapid in- 
crease in the value of land, that they 
would rather purchase more of it than to 
improve what they have, hoping to 
make a higher return than by improving. 
Still others have not the energy or con- 
fidence to go ahead with improvements. 

To say that people will not hold land 
out of use speculatively because such 


holding does not pay on the average, is 
just as reasonable as it would be to say 
that people will not engage in lotteries or 
in wagering money on roulette wheels 
because in the long run such gambling 
does not pay. Whatever the advantages, 
in economic reasoning, of positing an 
“economic man,” it is unsafe to base 
conclusions on the supposition that 
every person is such an “economic 
man.” Everyone who is not inwardly 
determined to believe the contrary 
knows that land speculation is practiced 
and practiced on a considerable scale. 

What about the possibility of the 
speculatively-held land being improved 
by potential tenants with the owners’ 
consent? Here the trouble lies in the 
fact that tenants cannot afford to make 
improvements except as they can secure 
long leases or other satisfactory guaran- 
tees against losing to the owners most of 
the benefits of the improvements. More- 
over, speculating owners, who desire 
the privilege of selling their land with- 
out restricting encumbrances when a 
good chance comes, will not ordinarily 
consent to such long leases. 

Construction by non-owners of the 
speculatively-held lots, who must buy 
them before improving them, may be 
further prevented by exaggerated no- 
tions of the speculative owners regarding 
their value. Speculative anticipations of 
owners who will not themselves improve 
their land, may cause them to refuse 
to sell except at prices so high as to 
make purchase by persons who would 
improve the land seem, for a long time, 
not worth while. 

If owners of vacant land do not have 
the losses of the community from land 
speculation brought home to them as 
personal losses, if they are induced to 
hold land vacant because of exaggerated 
hopes, and if improvement by them- 
selves, by potential tenants or by pos- 
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sible new owners is thus prevented, may 
it not be desirable to penalize the hold- 
ing of land out of use to a greater extent 
than it is now penalized, to the end that 
a saner balance be established between 
used and unused land? 

However, it may be noted that a per- 
son who believes speculative holding of 
land to be socially desirable, may still 
consistently support very heavy taxa- 
tion of land values. But he would need 
to urge that only used land be taxed. 
Or, if he believed land speculation to be, 
on the whole, socially advantageous, 
but believed also that it is carried too 
far at times and should be somewhat dis- 
couraged, he might at the same time 
uphold very heavy taxation on rent 
actually received and lower taxation on 
the potential rent of valuable land held 
out of use. 


Is the Principle of Taxation According 
to Ability Valid? 


The idea back of the ability principle 
seems to be that the relative sums taken 
from rich and poor should be such as to 
impose “equal sacrifice” upon them, per 
individual. If it takes $1,000 to live, a 
person with an income of $100,000 has 
as much ability to pay $99,000 as a 
person with an income of $1001 has to 
pay $1. But this is not what ability 
theorists seem to have in mind. Their 
idea apparently is that a tax of $10,000, 
for example, from the richer person may, 
in the average of cases, mean as much 
“sacrifice” to him as does a contribution 
of $1 from his poorer fellow citizen. 
Then these theorists would wish, in 
case the latter citizen were taxed Mo 
of 1% on his annual income, to tax the 
former 10%. 

One may well inquire where a logical 
defense is to be found for this principle. 
Surely it does not lie in the idea of 
maximizing utility? To do this would in- 


volve carrying the tax discrimination 
against the rich very much further. 
Suppose we have already taxed the 
richer man $10,000, and still more funds 
are needed for governmental purposes. 
Clearly it will cause less sacrifice, less 
loss of utility, to take the 10,oo1st dollar 
from the same individual than to take 
a dollar from the other. So with every 
additional dollar (assuming the in- 
dividuals to be similar in their needs and 
wants, as they would tend to be except 
for differences in habituation and ut- 
terly incalculable differences in inborn 
traits) up to the point where the re- 
maining incomes are equal. In short, 
it is a fair question whether one who 
favors the “ability theory” of taxation 
on the ground that it involves /ess 
sacrifice or burden than some other 
system can logically stop with the pro- 
posal to establish equal sacrifice. Must 
he not insist on a basis of /east sacrifice? 
Must he not also, if his theory of public 
policy is so based on maximizing util- 
ities and minimizing disutilities, neces- 
sarily end by supporting the whole 
theory of communism? Logically, and 
in all consistency, where else can he end? 
But, of course, he will not want to end 
there and he will demur to the conten- 
tion that he must. In the long run, he 
may say, such a communistic system, 
whether applied in general or applied 
only to taxation, would so penalize 
efficiency and thrift as to reduce the 
productiveness of industry and decrease 
the total of goods which all may enjoy. 
To maximize utility for the time being 
would not, therefore, he may say, 
maximize utility in the long run and 
would not be desirable public policy. 
Probably so. In other words further 
effects are to be considered besides the 
possible temporary maximizing of util- 
ity. But on what basis is it to be argued, 
then, that we are to levy taxes in such a 
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way as to impose equal (as distinct from 
least) sacrifice? Is the advocacy of 
such a policy the result of a secretly felt 
agreement with the communistic ideal, 
coupled with a sense of horror at the 
notion of the consummation of com- 
munism? Such a complex of feelings 
might result in the advocacy of a certain 
amount of communism in our tax system 
yet not enough of it to change very 
greatly the general nature of our eco- 
nomic institutions. 

Let it be understood that I am not 
attempting here to take an extreme or 
dogmatic position. I am not asserting 
either that the comparative utility at 
the margin of the incomes of different 
persons or classes should or should not 
have any bearing on the relative amounts 
of their taxes. But I am contending 
that there is no single principle on which 
the so-called “ability theory” can be 
defended except a principle which, if 
it is to be followed, must in all con- 
sistency carry us to communism. And 
if it be said that this principle is not 
the only one to be considered but that 
other principles are of great importance 
to justice and wisdom in taxation, then 
the question immediately arises whether 
these other relevant principles may not 
support a system of taxation which is 
not at all in proportion to ability. 

There are at least two classes of 
persons who cannot with logic and con- 
sistency support taxation according to 
“ability” in preference to taxation of 
the rental value of land, although many 
of both classes actually do so. First, 
there are those who favor taxation on the 
basis of “‘ability” because they sympa- 
thize with the masses and desire that the 
“common man” shall have the best pos- 
sible chance for attaining high net cur- 
rent income and a modicum of property. 
As hinted earlier in this article, a tax on 
the rental value of land is not only really 
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less burdensome to the masses than 
present taxes but even than a highly 
progressive tax on incomes in general or 
on all property. A tax on the rental 
value of land is certainly not shifted to 
laborers in the form of reduced wages. 
The person who, though poor, is hard- 
working and thrifty, seeking thus to 
rise economically above the ranks of 
those who are merely workers by 
becoming an owner of property, finds 
that he can secure a larger interest 
(because it is untaxed) on his savings. 
Furthermore, the land will cost him 
enough less under the land-value tax 
system fully to make up or more than 
make up for the tax on it. Whether or 
not there are classes that would bear an 
extra burden from a land-value tax, 
which may properly discredit it as a 
revenue raising device, is not the present 
question. The question here is whether 
those persons who profess adherence to 
the so-called ability theory of taxation 
because they want to make conditions 
the best possible for the masses and who 
prefer such taxation to land-value taxa- 
tion for that reason, do not simply lack 
understanding of the nature of the conse- 
quences to which land-value taxation 
leads. 

The other class of opponents of land- 
value taxation whose position is an 
illogical and inconsistent one is that class 
which professes itself opposed to com- 
munism—shall we say to Bolshevism? 
—and which thinks itself further away 
from such “isms” in supporting progres- 
sive taxation of all incomes than in 
supporting heavier taxes on land values. 
I am not here arguing that taxation 
based on the idea of maximizing utility 
is “wrong” or even that communism or 
“Bolshevism” is necessarily and inevit- 
ably “wrong” but merely that such 
taxation bears fundamentally a closer 
resemblance to communism than does 
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heavier taxation of community-produced 
land values. 

For land-value taxation takes for 
public purposes only what is almost al- 
together community-produced value, 
and, so far as it is concerned (i. e., unless 
or in so far as it is supplemented by 
other taxes), the more efficient laborer, 
professional man or executive receives 
higher income than the less efficient one 
by the entire amount of his superior 
efficiency with no tax subtraction. Any 
tax on his land value does not take more 
from him by virtue of his superior effi- 
ciency but only by virtue of a superior 
location which is made superior almost 
solely by the community rather than by 
himself. Likewise the thrifty person, who 
is trying to accumulate a competence 
and who is thus responsible for adding to 
the capital equipment of society, is al- 
lowed to receive all the benefit of his 
thrift in the form of return or interest 
on the capital saved and with no tax 
deduction. In short, land-value taxa- 
tion, whatever may be its evils, dis- 
tinctly does mot attempt to reduce the 
efficient to the level of the inefficient 
or the thrifty to the level of the thrift- 
less, while taxation according to so- 
called ability does, in at least some de- 
gree, exactly that. 


Would Bare-Land-Value Taxation 
Burden the Farmers? 


The idea that removing taxes from 
improvements and concentrating them 
on the economic rent of the bare land 
would be an especial burden upon own- 
ers of farms as compared with owners 
of land in cities seems to be widespread. 
I am strongly of the opinion that this 
idea is entirely incorrect. Indeed, I 


rather suspect it may be the opposite 
of the truth. Certainly there can be no 
doubt that a good many farmers are now 
paying annually in taxes much more 


than the economic rent of their bare 
land and that if the maximum tax 
they were asked to pay should become 
even 100% of their economic rent, their 
taxes would be greatly reduced below 
what they now pay. 

I believe that the important require- 
ment here is for us to get clearly in mind 
just what economic rent is. It is the 
amount which a person could afford 
to pay, and which the competition of 
others would force him to pay, for the 
use of a given piece of land, in excess of 
what he would pay for the use of its 
improvements. Or, it is what the land 
yields to the person who owns and works 
it, in excess of return on improvements 
and return on the efficiency of his work. 
It is something which he derives from 
the bare land, as such, and its situation. 
It is not the extra sum which an efficient 
manager gets above what an inefficient 
one would get. That is return for effi- 
cient management, i. e., pay for a par- 
ticular kind of labor. Economic rent is 
a surplus over this due to the land. 
Furthermore, the fertility of agricul- 
tural land is constantly being exhausted 
and having to be restored. Constant 
care in crop rotation, treatment with 
manure or artificial fertilizer, and some- 
times treatment with lime, are essential 
to its continued productiveness. Fertil- 
ity then is to be reckoned, in large part, 
as capital.! 

But the tax on bare-land value is sup- 
posed and intended, by its adherents, 
not to be a tax on improvements. The 
present system is indicted because it 
fines a man for building or for painting 
a house or for planting an orchard. It 
would clearly not be consistent for those 
who oppose our present tax system 


10 For a more precise theoretical formulation of the 
line of distinction, see Harry Gunnison Brown, Eco- 
nomic Science and the Common Welfare, Part II, foot- 
note beginning on page 253. 
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and who would substitute a tax on 
bare-land values, to desire to tax that 
part of a farm’s fertility value which 
is restored or even maintained by 
the farmer’s effort and investment. 
Logically, then, the taxes on the eco- 
nomic rent of land would have to 
be so levied that the farmer who im- 
proved or who merely maintained the 
fertility value of his land would be asked 
to pay no higher tax than the farmer who, 
with an equally good situation, allowed 
the fertility of his farm to run down. 

But surely those persons are really 
inconsistent who, in the same breath, 
contend that farmers in general cannot 
now get any reasonable return for their 
effort and also that land-value taxation 
would burden them. As we have seen, 
a tax on economic rent, as such, takes 
only from the surplus above wages and 
managerial productiveness and above 
interest on worth-while improvements. 
If it takes more it is mot a mere tax on 
rent, but something else. Now to say 
that such a tax on the rental value of a 
farmer’s land would be a heavy burden 
is to say that the farmer does receive a 
considerable surplus above remunera- 
tion for his effort and above interest 
on all his improvements including fer- 
tility. 

If farmers in general are now doing 
so poorly as is commonly stated by 
their spokesmen, then most of them 
must be receiving either no economic 
rent at all or, at best, very little. If so, 
a tax only on economic rent would be 
either no tax at all upon them or a very 
light tax. It hardly seems likely that 
in most cases such a bare-land-rent tax 
could be as burdensome as the tax now 
levied on the assessed value of the en- 
tire property. It is evident that the 
taxes now being paid by a great many 
farmers much exceed their entire eco- 
nomic rent. 


At any rate, attempts which have 
been made in economic literature to 
show that the “single tax” would bur- 
den the farmer but which have been 
based on the supposition that all fer- 
tility value—and sometimes even the 
value of established fruit orchards—is 
to be classed as land value, certainly are 
of little evidential significance. 

In passing, the reader might be asked 
to recall the fact emphasized in a previ- 
ous section, that to tax bare-land values 
operates to make the sale price of land 
low and to make easier the road from 
tenancy to ownership. 


Conclusion 


And now, for those who, though they 
may be doubtful of the virtues of the 
land taxation policy with tax exemption 
of all improvements, yet do not regard 
any slightest step in that direction as 
mortal sin, I venture one parting sug- 
gestion. There might be some advantage 
in allowing such a system to get a fair 
foothold in the United States, as a mat- 
ter of experiment. If a dozen or score of 
cities of consequence were to move by 
degrees in that direction, the result 
would hardly be calamitous. (No eco- 
nomic earthquake has destroyed Pitts- 
burgh!) And we might so have a chance, 
by watching their growth and develop- 
ment, to determine whether we wished 
to extend the system further. 

Some would willingly, if they could, 
apply the system everywhere without 
waiting for such a trial, being confident 
from general reasoning and from appar- 
ently satisfactory results in Australia 
and elsewhere that only good could come. 
Others would not consent, under any 
circumstances, to even a brief and nar- 
rowly localized trial in the United States 
of a system they think so wholly bad. 
Is there, also, a third group, of which, 
perchance, the reader is one, who are 





392 THE JOURNAL OF LAND & PUBLIC UTILITY ECONOMICS 


not quite certain either way, but who 
are willing to support a trial of the 
scheme, here and there, as a bit of 
worth-while adventurous exploration? 
To leave bare-land value untaxed makes 
land prices high. Home and farm owner- 


ship are therefore difficult save through 
the assumption of heavy mortgage in- 
debtedness which, in every period of un- 
employment in the cities or of price re- 
cession of farm products, leads to bank- 
ruptcies, foreclosures and distress. 
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A STUDY OF UTILITY FINANCIAL STRUC- 
TURES: CAPITAL INVESTMENTS AND 
SOURCES OF CAPITAL! 

By A. H. WINAKOR 


for an enterprise is dependent pri- 

marily upon two factors: (1) the 
nature and the distribution of the real 
capital, and (2) the productivity of the 
capital.?- The following study shows to a 
surprising degree that not only is there 
a representative type of financial struc- 
ture for property investments of public 
utility companies, but also there are no 
consistent or outstanding differences 
from this typical plan for companies in 
different sections of the country, of dif- 
ferent sizes, etc. A similar statement 
cannot, however, be made for the typical 
structure of these enterprises in so far 
as their sources of capital are concerned. 
Very great and significant differences ex- 
ist among them with respect to the man- 
ner of securing their capital. In other 
words, in organizing a utility enterprise, 
the promoters can normally exercise 
little discretion as to the proportion of 
the fixed capital to working assets and 
other assets, but they can exercise con- 
siderable discretion as to the manner of 
securing and the sources of their capital. 
The manner of securing capital will de- 
pend very largely upon the anticipated 


‘Ve manner of obtaining capital 





1Data based on Bulletins No. 18 and 20, Property 
Investments in Public Utility Companies, and Sources 
of Public Utility Capital, Bureau of Business Research, 
University of Illinois. 


*Capital is here used as synonymous with assets. 
Thus total capital corresponds to the total assets of the 
standardized balance sheet presented below. This term 
has been used in order to avoid confusion arising from 
accounting terminology, and also to distinguish clearly 
total capital (or total assets) from operating assets 
—_ form the basis of the classification of companies 

y size, 


productivity thereof, but no attempt will 
be made here to discuss this phase of 
finance.’ This article will be devoted to 
an analysis of the manner in which pub- 
lic utility capital is invested, and to the 
different sources from which this capital 
has been obtained. 

The financial structures of some 200 
public utility companies have been ana- 
lyzed for the basis of this study, and 
their statements for the years 1915 to 
1924, inclusive, have been uniformly 
standardized as indicated in Table I. 

In the standardization of these bal- 
ance sheets the fixed assets have been 
retained at their gross value. Because so 
many of the published statements lumped 
reserves for depreciation with other re- 
serves and surplus, it was decided to 
show the fixed assets at their gross value, 
and to show surplus and reserves as one 
item on the liability side of the state- 
ments. In order to present a picture of a 
utility enterprise as it normally exists, in- 
vestments were likewise retained. How- 
ever, in the case of holding companies, 
the investments compose the fixed as- 
sets. All items receivable within the 
current accounting year were classified 
as current assets, as were likewise inven- 
tories of fuel, and receivables from affili- 
ated companies where they were “cur- 





3 See “A Study of Utility Financial Structures: Rev- 
enue Production Ratios,” by A. E. Patton and O. 
Gressens, 3 The Journal of Land & Public Utility Eco- 
nomics 32-47 (February, 1927), and Bulletin No. 10, 
Bureau of Business Research, University of Illinois. 

4 The study includes holding companies, gas and elec- 
tric operating companies, and traction companies, but 
the data are so analyzed as to show the structure of each 
type independently. 
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TaBLe I. Form or STANDARDIZED BaLance SHEET Usep 1n Srupy oF 200 Pustic 
Uritiry Companies. 
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rent.” All other assets were classified as 
other assets, except that sinking funds 
were deducted from long-term debts. 

In the classification of the liabilities 
anything not maturing within a year 
was called long-term debts. Current 
debts were classified as current liabili- 
ties. Unadjusted credits, however, were 
included with the net worth. 

For each company in the sample ra- 
tios were computed for each of the items 
in the standard balance sheets, using the 
total capital as the base of each ratio. 
The numerous ratios of each kind were 
then cast into frequency distributions 
which show the tendency, if any, of the 
ratios to concentrate about certain val- 
ues. Since the purpose of the study is to 
determine the typical financial struc- 
ture, the mode has been selected as the 
representative average. Average ratios 
have been calculated by fitting fre- 
quency curves to the data, or frequency 
distribution, for each ratio. 

In this study ratios will be analyzed 
(1) for the group of utilities’ as a whole, 
(2) according to geographical location of 
the companies, (3) according to sizes of 

5 Telephone companies, water companies, and mu- 
nicipally owned utilities have been excluded. The 
telephone industry was omitted because the Bell Sys- 
tem, controlled by the American Telephone and Tele- 
graph Company, dominates the field, and a study of the 


financial structure of the Bell System is virtually a 
study of the telephone industry. Water companies 


have been excluded because of the predominance of 


the companies, (4) according to types of 
companies, and (5) under changing gen- 
eral business conditions. By this 
method, an attempt will be made to de- 
termine whether any “normal” or repre- 
sentative ratios typify the property in- 
vestments and sources of capital of pub. 
lic utility companies.® 

The two general groups of representa- 
tive ratios are summarized respectively 
in Tables II and III. The frequency dis- 
tribution of the separate ratios may be 
seen on Charts I, II, III, IV, V and VI, 
based upon frequency tables most of 
which are omitted. 


I. Representative Ratios of Property 
Investments 


The Ratio of Fixed Capital to Total 
Capital. The first group of ratios indi- 
cate the various proportions in which 
the total capital is distributed among the 
various kinds of capital. In utility in- 
dustries by far the most important is the 
fixed capital investments. From the 
nature of the services performed by 
utilities these fixed investments domi- 





municipal ownership among them, and municipally 
owned utilities have been excluded because ordinarily 
the attempt to earn a return upon the capital invested 
in them is subordinate. 

6 The “normal” ratio as here used is a representative 
ratio, i. e., it is the ratio of most frequent occurrence 
in the companies analyzed. It is the value about which 
the ratios of the greatest number of companies tend to 
concentrate. 
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nate, only a small portion of working 
assets being necessary to supply and 
maintain production. 

Noting first the ratio of fixed capital 
to total capital for the entire group of 
companies (Table II and Chart I) it is 
evident that the majority of the com- 
panies (65%) have ratios between .87 
and .gg, and the typical utility enter- 
prise has 93.1% of its total capital in the 
form of fixed capital. 

Considering the ratios according to 
the .geographical location of the com- 
panies,’ it was found (Table II) that com- 
panies in the East with their greater pro- 
ductivity of capital have a relatively 
smaller portion of their capital invested 
in fixed properties as indicated by the 
typical ratio of .go7. In the West, 
where many of the large hydro-electric 
plants are located and where the capital 
turnover is slow, the fixed investments 
constitute .948 of the total capital. 

A classification on the basis of the 
total operating assets showed that com- 
panies with 5-9 millions of operating 





7 For the basis of this division and states included in 
the geographical sections, see Bulletin No. 9, “The Cur- 
rent Ratio,” Bureau of Business Research, University 
of Illinois. 


assets have proportionately more fixed 
capital (.956) than have the larger com- 
panies. For companies above this size, 
no significant variations appear. 


Not only do traction companies have 
greater fixed investments than gas and 
electric companies, but also greater uni- 
formity in policies appears from the 
data for traction companies. Seventy- 
one per cent. of the traction companies 
analyzed have 80% or more of their 
capital tied up in fixed capital, whereas 
only 37% of the gas and electric com- 
panies have ratios above .80. The typi- 
cal ratio for gas and electric companies 
(.923) is smaller than that for traction 
companies, with holding companies in 
an intermediate position (Table II). 

It is very commonly believed that the 
financial structure of utilities is stable 
and not subject to change. But an 
analysis of the ratios shows that con- 
stant change, albeit a slow one, is taking 
place. The proportion of total capital 
invested in fixed capital appears to be 
decreasing steadily. This tendency is 
indicated by the ratios in Table II, but 
is more clearly borne out by the follow- 
ing figures. From 1917 to 1924 the per- 


TABLEII. REPRESENTATIVE RATIOS SHOWING PRoPoRTIONATE PROPERTY INVESTMENTS OF 
Pusuic Uri.itiEs FoR THE ENTIRE INDUSTRY, ACCORDING TO THE GEOGRAPHICAL 
LocaTION OF THE CoMPANIES, SIZE OF THE COMPANIES, OPERATIVE 
FuNcTION OF THE CoMPANIES AND FOR SELECTED YEARS 
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centage of companies having 90% or 
more of their capital invested in plants 
fell from 58% to 42%. The steadiness 
of this movement is borne out by the 
figures of 58%, 53%, 46%, and 42% for 
1917, 1919, 1921, and 1924 respectively 
for companies with ratios between .go 
and 1.00. 

Representative Ratios of Investments to 
Total Capital. The investments, as here 
classified, are those found in the state- 
ments of companies which are primarily 
operating companies, since investments 
of holding companies are treated as fixed 
capital. A picture of the histogram 
based upon the actual frequencies of 
these ratios is given in Chart I. Because 
of the nature of the data and the extreme 
skewness of the histogram, no frequency 
curve has been fitted and no reliable rep- 
resentative ratio can be stated. 

Nevertheless, the fact that 83% of 
the companies had less than .o60 of their 
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total capital tied up in investments is 
significant in that it conclusively shows 
the tendency for investments to remain 
small for the typical utility operating 
company. And 54% of the cases have a 
ratio of investments to total capital of 
O15 or less. The conclusion may be 
drawn that the industry as a whole has 
less than 11%4% of its capital in invest- 
ments. 

The general nature of the data did not 
significantly differ from the above when 
analyzed in the detailed classifications. 
Eastern companies showed a tendency 
to carry larger investments, as did like- 
wise the smaller ones. 

Representative Ratios of Current Assets 
to Total Capital. The working assets or 
the current assets in the public utility 
industry habitually constitute a small 
portion of the capital. This is character- 
istic of the industry with its very slow 
turnover of capital, the steadiness of rev- 
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enues, and the lack of large inventories, 
goods in process, and receivables. Fur- 
thermore, it is accentuated by the failure 
of utility enterprises to “accrue” their 
revenue, i. e., the use of practically a 
“cash basis” of accounting for revenues. 
However, in spite of the smallness of the 
item, current assets furnish the dynamic 
part of property investments of utilities; 
it is the only item which is subject to 
very considerable fluctuations. The va- 
riations in this ratio are more than 
100% for the typical companies as meas- 
ured by the modal average. 

The histogram and frequency curve 
for this ratio (Chart II) shows that 87% 
of the companies have less than .10 of 
their total capital invested in current 
assets, and the calculated average is .039. 
The very considerable variations in this 
ratio are shown by the typical ratio of 
.o70 for eastern companies (Table II), 
compared to .030 for western companies. 


The fact that the ratio for eastern com- 
panies is more than twice that in the 
West indicates a more rapid turn- 
over of capital in the East, and hence a 
need for greater current assets to main- 
tain production. Another very striking 
difference shown by the ratios presented 
in Table II is that companies with 5-9 
millions of operating assets have pro- 
portionately much smaller current as- 
sets (.019) than the larger ones (.035). 

Traction companies with their tre- 
mendous investments in fixed rolling 
stock and slow turnover of capital have 
only .028 of their funds in liquid working 
assets, as compared to .052 for gas and 
electric utilities. In the case of holding 
companies, the frequency distribution 
was itregular, indicating no typical ratio 
or value about which the ratios concen- 
trated. 

Not only does considerable variation 
exist in the proportion of working assets 
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for different sizes, types, and location of 
companies, but it changes from time to 
time. It is almost impossible to get 
seasonal or monthly changes in this ratio 
because published statements are lack- 
ing. But considerable change also oc- 
curs from year to year, as indicated by 
the typical ratios of .032, .031, .034, and 
.049 for 1917, 1919, 1921, and 1924. In 
the case of the current assets, the trend 
is just opposite to that of the fixed assets. 
Over the period of years the proportion 
of total capital in the form of working 
assets has increased slowly but steadily. 

Representative Ratios of Other Assets to 
Total Capital. Under the heading of 
other assets have been put items of the 
nature of insurance, bond discount, pre- 
paid interest, organization expense. 
Thus, the other assets do not truly repre- 
sent “earning assets” and the smaller the 
proportion of capital so invested, the 
better off the utility will ordinarily be. 

From the histogram and frequency 
curve in Chart II it will be seen that 34 
(76%) of the companies have other as- 
sets constituting less than .oso of their 
total capital. The representative ratio 
is .O11. Few important variations exist 
for this ratio (Table II). The most strik- 
ing differences are those among geo- 
graphical groups of companies. The 
typical ratio of other assets to total capi- 
tal of eastern and middle western com- 
panies is only about 24 that of western 
companies and between 14 and that 
of southern companies. 


IT. The Sources of Public Utility Capital 


Thus far the ratios analyzed have 
dealt with the “‘composition”’ of the capi- 
tal of public utility companies; the pro- 
portions of the various kinds of capital 
as they exist in different kinds and sizes 
of companies, different sections of the 
country, and at different periods. In 
the remainder of this study, analysis is 


made of the sources or ownership of 
capital, and what type of financing is 
most commonly used. As in the fore- 
going paragraphs, ratios will be used, 
wherever possible, to show the sources 
and ownership of this capital. 

Representative Ratios of Long-Term 
Debt to Total Capital. The utility indus- 
try, largely because of the regularity of 
its net earnings, has been a heavy bor- 
rower of capital on long-term conditions. 
More and more this is assuming the 
status of a permanent debt to be re- 
funded rather than to be retired. Ex- 
pansion of utilities has on the whole been 
too rapid to be financed satisfactorily 
only through reinvestment of earnings. 
Consequently, in many cases, new capi- 
tal has been constantly added, with a 
tendency to maintain a balance between 
“ownership” capital and “creditors” 
capital. 

The distribution of the ratios of long- 
term debt to total capital of the 200 
companies may be observed in Chart III. 
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UTILITY FINANCIAL STRUCTURES 


The representative ratio as determined 
for these data shows that .464 of the 
capital for the utility industry is fur- 
nished by creditors payable over a long 
period of years. Or viewing it from an- 
other angle, the utilities must pay fixed 
charges on almost half of their capital. 

The tabulation of the ratios in Table 
II shows the very significant variations 
in long-term debts. Although both the 
East and South have ratios of .484, the 
ratio for the eastern companies is not 
very representative of its distribution, 
whereas that for the South is highly rep- 
resentative. Outstanding in the dif- 
ferences is the fact that the companies 
in the West borrow only .4o1 of their 
total capital at a fixed rate of interest. 
In other words, the companies in the 
West with their very low net earnings on 
total capital, neither can afford to, nor 
do they, borrow as much capital on 
fixed interest as the companies in other 
sections of the country.® 

Apparently the proportion of long- 
term credit to total capital increases di- 
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rectly with the amount of the total oper- 
ating assets of the companies (Table III). 
With the exception of a few of the hydro- 
electric utilities, the larger companies, 
located in the industrial centers, have 
steadier and more reliable demands for 
service and a more even flow of earnings. 
Thus it does not seem a reflection upon 
the type of financing to find companies 
with more than 50 millions of operating 
assets having a ratio of .530, while com- 
panies with 5-9 millions of operating 
assets only borrow .407 of their capital 
on long-term credit, as indicated by the 
representative ratio. 


The impairment of the credit position 
of traction companies in recent years is 
reflected in the low typical ratio of long- 
term debt to total capital of .420. On 
the other hand, gas and electric utilities, 
which as a whole have enjoyed great 
prosperity of late, are acquiring some- 

8 For a discussion of the relation of net earnings to 


total capital of utilities, see Bulletin No. 75, Bureau of 
Business Research, University of Illinois. 
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what more than half of their funds 
(.508) through long-term obligations. 

From 1917 to 1921 the long-term debt 
to total capital ratio increased from .439 
to .495, and then declined to .480 by 
1924. These opposite tendencies of the 
ratio reflect the changing financial situ- 
ation of the industry. In the earlier 
years many utilities were suffering de- 
clining net earnings, and were forced to 
resort to bond issues in order to expand. 
A reaction set in after 1921 bringing the 
ratio down to .480 in 1924 when stock- 
holders’ capital grew more rapidly than 
creditors’ capital. 

Representative Ratios of Current Lia- 
bilities to Total Capital. The nature of 
these industries is likewise reflected in 
the current liabilities of the ordinary 
utility company. The relatively small 
current purchases of fuels, oils, supplies, 
accruals of wages, interest, do not con- 
stitute a large part of the liabilities. Nor 
could they very well in view of the small 
current assets of the industry. 

From the histogram and curve of this 
‘ratio (Chart IV) a very heavy grouping 
of the cases in the lower ratio groups will 
be noted. In general, for all utility com- 
panies in this study only 2.9% of the 
capital was obtained by the use of short- 
term obligations. 

Moreover, no significant differences 
appear from ratios for companies in dif- 
ferent sections of the country (Table III). 
In the West, where the companies bor- 
row least on long-term debts, they also 
borrow least on short-term credits, as is 
indicated by the representative ratio of 
028, 

A significant fact in the use of creditor 
capital is that the larger companies 
which use proportionately more long- 
term capital likewise have a larger pro- 
portion of short-term capital. In other 
words, not only do the larger enterprises 
carry heavier burdens of fixed capital 


charges, but also heavier current liahili- | 


ties (Table ITI). 


Analysis according to types of com. | 
panies shows that holding companies 
use somewhat less short-term capital 
than do other types of companies. The | 
ratio for holding companies is .026. The 
ratios for the selected years (Table III) 


mer’ 


show the very considerable variations | 
which may take place in current liabili- 
ties in a short time. Under the stress of f 


declining earnings and expanding de- 
mands for capital which existed during 


and after the war many utilities in- | 


creased their borrowings of short-term 
funds, and this is reflected in the un- 
usually high ratio of .o48 for the year 
I919. For none of the other years has 
this ratio varied much from .033. Just as 


~ 


the ratio varies from year to year, it is | 
beyond doubt true that a variation from | 


month to month takes place, although 
no data are available to determine the 
monthly or seasonal fluctuations. 
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UTILITY FINANCIAL STRUCTURES 


Representative Ratios of Capital Stock 
to Total Capital. The stockholders’ capi- 
tal has been divided into the capital 
stock and the surplus and reserves. It 
represents the stockholders’ equity—the 
buffer of protection for the short-term 
and long-term creditors. As it increases 
in relative amount, other things being 
equal, the protection afforded creditors 
increases. As it decreases in amount, 
their asset protection decreases, with the 
possibility of a greater net return to the 
stockholders. Moreover, possibilities of 
greater losses appear as the equity de- 
creases. In this and the following ratios, 
the buffer of protection for creditors will 
be analyzed to determine the different 
types of financing employed by utilities, 
and the representative types of financing 
the equity. The stockholders’ capital 
will also be separated into preferred 
stock and common stock. 

Stockholders’ securities account for 
43-3% of the total capital of the utilities 


in this study (Table IV and Chart VP 
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This is divided between preferred and 
common stock in the proportion of .154 
to .279. If, as is often true, the common 
stockholders have sole voting power, 14% 
of the total capital may thus control the 
typical utility enterprise. 

TaB_e IV. OsseRVED AND GRADUATED FREQUENCIES 


oF Capirat Stock To Torat Capirat RATIO FOR 
THE Pusuic Utitity Inpustry 
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Considering the companies by geo- 
graphical groupings, the old well-estab- 
lished utilities in the East with their high 
productivity of capital and stable return 
have the smallest representative ratio 
(.413) of capital stock to total capital 
(Table III). The western companies, at 
the other extreme, obtain more than half 
of their capital from stock issues. This 
preponderance of stockholders’ capital in 
the western companies is to be expected 
in view of the fact that these enterprises 
are newer and consist in many cases of 
hydro-electric utilities with their greater 
risks of construction, revenues, and fi- 
nancing. 

A similar divergence in financing prac- 
tices is also found by analyzing the pro- 
portions of capital secured through com- 
mon and preferred stocks. In the East 
the representative common stock to total 
capital ratio is .242, and in the West 
.380, while the ratios of the other sec- 
tions lie between these extremes. Fur- 
thermore, it is of interest that the eastern 
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and middle western companies use some- 
what more preferred stock than is used 
in the South and West, and this in part 
offsets the greater use of common stock 
in the latter districts. 

Likewise, as the size of the enterprise 
increases, the stock margin decreases in 
proportion to creditors’ capital (Table 
III). Roughly, the group of smaller com- 
panies obtain % of their capital from 
permanent stock obligations, whereas the 
largest companies get only 14 from stock 
issues. Furthermore, as the size of the 
companies decreases, the tendency is for 
financing policies to become less uni- 
form, as indicated by a wider scattering 
of the individual ratios. Not only does 
the ratio of capital stock to total capital 
decrease as the size of company in- 
creases, but the common stock ratio also 
decreases (Table III). However, as the 
size of company increases, the contingent 
charge capital, i. e., the preferred stock, 
declines more rapidly than the residual 
common stock equity.® For example, in 
the large companies, the tendency is to 
eliminate the contingent charge capital, 
and finance very largely with bonds and 
common stocks. Thus, for companies 
with 50 millions or more operating as- 
sets, only 11.9% of the capital is supplied 
by preferred stockholders. 

The ratios for capital stock given in 
Table III show a steady downward move- 
ment from 1917 to 1924 which was very 
rapid during the war period, and quite 
slow in the years since then. The rapid 
decline from 1917 to 191g is attributable 
to the use of bonds to the exclusion of 
stocks during these years, owing to high 
capital costs and abnormal conditions 
in the utility industries. This decline in 
the proportion of capital stock has been 
largely offset by increases in surplus dur- 
ing the last few years.!° 





9 As will be shown later, the item of surplus is small, 
and does not change the validity of these statements. 


Representative Ratios of Surplus and 
Reserves to Total Capital. The utility 
companies included in this survey on the 
whole have been unable to build up large 
items of surplus. This is attributable in 
large measure to regulation of the indus- 
tries, to the newness of the industries, 
and to the type of financing used. Asa 
result, until the last few years, expansion 
has not to any considerable extent come 
through reinvested earnings, which is re- 
flected in a low representative ratio 
(.074) of surplus and reserves to total 
capital (Table V and Chart VI). How- 
ever, a goodly number of the observed 
cases have ratios substantially higher 
than this, and on the other hand 5% of 
the observed cases show a deficit. 

TaBLe V. OssERVED AND GRADUATED FREQUENCIES 
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In the East where the companies are 
older and have gradually reinvested 
large amounts of capital over a number 





19 Ratios for common and preferred stock to total 
capital are not given here because the frequency distri- 
butions did not have satisfactory centers of concentra- 
tion. 
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of years, and where the reserves are 
heaviest because of the age of the physi- 
cal properties, the ratio is .o70 (Table 
III). The ratio of .030 for companies in 
the South is in marked contrast. In the 
West and Middle West the representa- 
tive ratios are .052 and .053 respectively. 
Pronounced differences exist in the types 
of distribution of ratios for companies in 
the different sections of the United 
States. This is largely because of the 
many cases with ratios above the repre- 
sentative ratio. Thirty-three per cent. of 
the observed frequencies in the East had 
a ratio of surplus and reserves exceeding 
.15 of the total capital. Twenty-two per 
cent. of the cases exceeded a ratio of .15 
in the Middle West, and only 7% and 5% 
of the companies in the West and South 
respectively had a ratio above .15. In 
other words, not only is the representa- 
tive ratio higher in the East, but most of 
the companies there have ratios much 
larger than this normal ratio. This is 
also the condition in the Middle West. 
However, few companies have ratios 
much larger than the typical ratio in the 
South and West (Table III). 

With respect to actual deficits mid- 
western companies are in better position 
than those in any other section of the 
country. Only 1% of the mid-western 
companies have deficits contrasted to 
9% 7%, and 3%, respectively, for com- 
panies in the West, East, and South. 
Companies in the South, where regula- 
tory agencies are not so strict or have 
more limited powers, have very few 
deficits. But western companies under 
newer and less stable conditions have the 
highest percentage of deficits. 

Not only do the largest companies 
(those with 50 millions or more operating 
assets) have a larger surplus and reserves 
to total capital ratio (Table III) than the 
two groups of smaller companies, but 
they are in better position with respect 


to percentages of deficits. The smallest 
group has 5.6% of its cases as deficits; 
among medium-sized companies 6.3% 
showed deficits; and in the group of 
largest enterprises no instance of a deficit 
was found. 

It is not surprising that most of the 
deficits that have occurred in the utility 
field are found among traction compan- 
ies (Table III). Analysis of the data 
shows that 13% of the traction companies 
have impaired their capital, whereas only 
2% of the gas and electric utilities, and 
3%4% of the holding companies have en- 
croached upon their capital. In spite of 
the fact that traction companies have 
most of the deficits, their representative 
ratio of surplus and reserves to total 
capital is .o77 which is considerably 
higher than the ratio for either of the 
other types of companies. The study 
also shows that the companies having 
substantial surplus and reserves are the 
gas and electric companies located in the 
eastern states. Thirty per cent. of the 
gas and electric, 14% of the traction, and 
11% of the holding companies have sur- 
plus and reserve items which constitute 
.15 or more of their capital. 
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This ratio of surplus and reserves re- 
mained constant from 1917 to IgI9, and 
then increased to .077 by 1924. From 
1921 and to date, the utility industry as 
a whole has been truly prosperous, one 
of the results being the substantial in- 
vestment of earnings during the last few 


years (Table III). 
ITI. Summary 


In general, the property investments 
of utility companies are surprisingly 
similar. With the exception of the cur- 
rent assets, which vary more than 100%, 
no considerable variations occur in the 
typical ratios when analyzed in different 
classifications of data. On the whole, 
over a period of years the proportionate 
investments in fixed capital have been 
decreasing, while the proportion of work- 
ing assets has been increasing. 


The manner in which the capital has 
been secured, and the financial structure 
pyramided differs greatly according to 
type, size and location of the company. 
Thus the large companies use only a 
small portion of stock, and this tendency 
is more pronounced for companies in the 
East, and still more so for those in large 
industrial centers. The question arises 
as to whether such companies are endan- 
gering themselves by an extended trad- 
ing on the equity. However, such a 
question can be answered only in the 
light of the turnover of the capital, and 
the net earnings on the capital. Most 
companies tend to maintain a balance 
between creditors’ and owners’ capital. 
However, as population and demands for 
service increase and revenues become 
more regular, it is to be expected that a 
greater use will be made of borrowed 
capital. 


g 
a 
4 
¥ 
q 











pic 
hel 


art 


tio 
rea 





- to 
ny. 
ya 
ncy 
the 
ge 
ises 
an- 
ad- 
la 
the 
ind 
ost 
nce 
tal. 
for 


ta 


red 





5 Speers 


FS rR 





REAL ESTATE ACTIVITY IN CHICAGO ACCOM- 


PANYING THE WORLD’S FAIR OF 1893 
By H. MORTON BODFISH* 


N the eve of the World’s Fair in 
O 1893 Chicago was looked upon as 
the Wonder City of America, and 

justly so. It had rebuilt itself from the 
ashes and ruins of the great conflagra- 
tion of 1871 into the second largest city 
of the United States. Its population had 
increased from 289,977 in 1870 to over 
1,000,000 people in 1890, surpassing the 
city of Philadelphia in 1889. Further- 
more, the city had been able to produce 
a spectacle of masonry and architecture 
in its World’s Fair exhibits which at- 
tracted the attention of the entire world. 


But all of the great activity accom- 
panying the Exposition was not ex- 
pended on the Fair itself. A particularly 
important phase of the enterprise had to 
do with the construction of office build- 
ings, apartments, hotels and homes 
which had to be built to accommodate 
the business and visitors that would 
gather from all parts of the globe to visit 
this Wonder City and its Wonder Exhi- 
bition. The activities which took place 
in the real estate market, including 
building, subdivision and transfer of 
property, form the subject matter of 
this paper. The order of treatment will 
be chronological. For example, what was 
the stage setting of the real estate mar- 





* The author is indebted to Mr. Harold G. Avery and 
Mr. Lewis D. Thill for assistance in gathering the infor- 
mation on which this article is based. Several men 
active in business in Chicago during the Fair have given 
considerable time in assisting to paint for the writer a 
picture of the real estate conditions at that time. Their 
helpfulness is appreciated. The justification for this 
article lies in the attempt to describe a real estate 
market under the influence of an international exposi- 
tion. What are the attitudes of mind present in such 
real estate activity? 


ket prior to the World’s Fair on which 
these land merchandisers and financiers 
played their parts? What were their ac- 
tivities during the exposition year of 
1893? Also what results followed the 
World’s Fair with regard to the urban 
land market? 

Before discussing the real estate mar- 
ket prior to the international exhibition, 
a short account of the origin of the Fair 
itself is worthwhile, in order that we 
may correlate the actual growth of the 
Fair with the activities of the real estate 
men. The first move toward holding the 
World’s Fair of 1893 in Chicago was the 
action of the Interstate Industrial Expo- 
sition League, which, on November 14, 
1885, passed a resolution to hold a 
World’s Fair in Chicago.! On July 22, 
1889, the Chicago City Council requested 
the mayor of the city to try to get the 
proposed Fair for Chicago. The mayor 
immediately appointed committees to 
present Chicago’s case to Congress and 
to induce as many people as possible to 
approach their congressmen on the sub- 
ject. The Fair was incorporated on Au- 
gust 14, 1889, and immediately funds 
were solicited. This was four years be- 
fore the date of opening. Congress voted 
its approval, and when the necessary 
$10,000,000 had been raised, President 
Harrison issued a proclamation on De- 
cember 24, 1890, announcing that the 
Fair was to be held in Chicago, and in- 
vited the nations of the world to par- 
ticipate. The opening of the Fair was to 
have occurred on October 12, 1892, but 


1 Moses and Kirkland, History of Chicago (Chicago: 
Munsell & Co., 1895), Vol. II, p. 466. 
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on account of insufficient time to com- 
plete the buildings and exhibits, the 
gates of the Fair were not thrown open 
to the public until May 1, 1893. The 
closing date of the exposition was De- 
cember 31st of the same year. 


Conditions in the Real Estate Market 
Prior to 1893 


In order to interpret the real estate 
activity of the World’s Fair period, a 
general view of economic conditions 
prior to 1893 is necessary. The United 
States as a whole enjoyed continued 
prosperity from the depression period of 
1884 until 1893.2, Furthermore, as soon 
as the Fair was a certainty, conjectures 
were immediately made as to its effect 
on real estate in the vicinity of Chicago. 
Three ways in which the Fair would help 
the real estate market were stressed:* 
(1) A certain percentage of the people 
who came to see the Fair were almost 
sure to stay and make the city their 
home; (2) Each person visiting the city 
on account of the Fair would spend at 
least $50 there, a considerable part of 
which would ultimately find its way into 
new construction; (3) People who had 
their money invested in business enter- 
prises connected with the Fair would 
afterwards have to find new investments 
for their capital, and a part of this would 
go into real estate. 

It is questionable whether these claims 
were based upon the satisfactory experi- 
ence of Chicago real estate men of this 
period. Nevertheless, conditions prior 
to the World’s Fair of 1893 could in no 
way be looked upon as a handicap to the 
successful activities of this group of men. 
A few years preceding the international 
event of 1893, Chicago experienced the 


2 Willard Long Thorp, Business Annals (New York: 
National Bureau of Economic Research, Inc., 196), 
Pp. 134-136. 

3 The Economist, Chicago, August 13, 1892. 


greatest real estate boom it had felt since 
1872, the reconstruction period after the 
great fire. The boom extended from 1890 
into the early months of 1892, being the 
culmination of a 10-year rise in the index 
figures of real estate transfers (Table I). 


TaBLe I. Reat Estate TRANSFERS IN CHICcaAGo, 
1872-1899, INcLUSIVE* 











Number Amount 
Year of Sales _|(c00 omitted) 

Bo cscs, sesa lo a rsates Sansa eae Aes $78 , 183 
BB oasis hs cae Seow ee a Noe 78,427 
RA ois accu asedecesee catia areal ners copes 67,871 
MRS FFS Gast to cto oka say ahoid soeravaSscoual Maye eetexeeakseer™ 53,149 
MO ocesiciaiahse vie sai woul] ceceay aes WOR 42,153 
BOSD ja. satis o. choise (wes oe SIN eleva 38,123 
127 ee eee a Pe Re err 42,126 
AD yes sesv se sar ses ysiapctervne calle arice cue iekees 38,123 
MEd 55s asol ae Sniesste epee sheceenl| sis use as ease 43,682 
BRN: eiom ain a do ak Sun ead aes save onetuaree 54,854 
OS ies srsx. 3 crede ave vianstereene 14,183 56,514 
RNG iis Usicinavat eestor neies 14,691 51,715 
BM ocr rs cansipietienny she evereiers 14,956 51,924 
1 acter rer 15,463 57,482 
ROOD i: goo, cotece-oe ttre ns 19,943 87,006 
MO os bts carson ee ci atoiniiasene 23,993 95,146 
Rese ers charaas oeatnnsceiae 24,927 93,014 
MSN sates arscteusiare nna eeene 31,151 135,781 
MRS sss. a 'osesa eecaag Scag tuarei se 43,272 235,185 
BIN oasis deacon Six eae) sane 42,669 182,709 
[Ls SIR Rear err Parr ar A 38,912 181,964 
PROG Foo) 0:5 ccc tessa aie 32,692 132, 506 
MR se Son § ce lend aiece rae 30, 601 121,112 
RG cosine ase Vaan roee 27,546 133,704 
BRO i sacics Spseke oes cacs avalos 22,762 105,065 
MRED so: avs vec vastarcncinva oe ov leas eset eas 99,556 
MAG sts ar ss secs ghacele-aueern oan es taverecoosh coher 93, 100 
BID ror okey Serio dorantearven ie aaron eens 108,210 











* Data for the years 1872-1881 were found in A. T. Andreas’ 
History of Chicago (Chicago, 1884-6), Vol. III, p. 447; for 
1881-1896 in Real Estate & Building Journal for years quoted; 
and for 1897-1899 in M. H. Putney, Real Estate Values and 
Historical Notes of Chicago, (Chicago, 1900), p. 104. 


Over 2% million dollars worth of real 
estate changed hands in the peak year 
of 1890, during which time the fever of 
speculation struck the populace and con- 
tinued throughout the next two years. 
An exhibit of the bank clearings of Chi- 
cago from 1884 through 1892 shows a 
continual steady increase, indicating the 
volume of business transactions that 
were being carried on in the city at this 
time (Table II). Chicago was moving 
concurrently with the times, and times 
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TasB_e I]. Bank CLeartNGs 1n Cuicaco, 1884-1898* 











Percentage 

Year Amount Increase or 
(000 omitted)} Decrease 

MR Datvskepes scx icassiton seers are CCC Co (ee 
RNG Ger incre sco sictsrersi eters 2,318,579 + 2.3 
MGR eae ee cs scosre. s siorsierera 2,604,762 +12.3 
MA fete casei ss hereaseneisvenerelts 2,969,216 +14.0 
BONG ocsers vor ea sancernes 3,163,774 + 6.6 
BORO acs1hsicrscrerei sine cousiere 353795925 + 6.8 
MMe scary 7 ticks ciatwrotane shavers 4,093,145 +21.1 
OST Pee eeerrere Rs ae 4,456, 884 + 8.9 
BG cis aro orsxanstomiay ert eac 5,135,771 “+-15..2 
BAAR ats ceskeferstaiare ohare regan 4,676,960 — 8.9 
BO faye occxerecaisieldi grat eke 4,315,440 — 7.7 
Begs rss scart cvagecaietsl tea ears 4,614,979 + 6.9 
BQN ocr aress a cust solos arctan 4,413,054 — 4.4 
7 ee Rae eee Reine 4,575,693 + 3.7 
BSANer sve criiaven tensa cess 5,517,335 +20.6 











*Taken from the Commercial and Financial Chronicle for 
each year. 


were indeed prosperous prior to the 
World’s Fair. 

Building Activity. Enormous strides 
were made in the building field. Trades- 
men, painters, carpenters, and masons 
flocked to Chicago prior to the Fair year. 
Buildings were sprouting up around the 
Midway and Jackson Park, and note- 
worthy structures such as the Boyce, the 
Ellsworth and Marshall Field’s new re- 
tail building were rising in the down- 
town section. The Old Colony, the Co- 
lumbus and Isabella buildings were be- 
gun in 1892; and the present Marquette 
building made its appearance in 1893. 
It became evident at this time that busi- 
ness men were placing their money in 
downtown property with utmost confi- 
dence in the safety of their principal. 

At Jackson Park builders were fever- 
ishly hurrying the completion of the 
World’s Fair edifices.‘ Numerous apart- 
ment houses and hotels were being built 


4 Inter-Ocean Daily, January 1, 1893. 


5 The Economist, November 22, 1890, says, “New 
acre operations are few in number and some unpleasant 
settlements are now being made on old contracts. . . 
The lot trade is active and will remain so. . . It is 
now a good time to operate subdivisions.” See also 
the issue of the above periodical for January 1, 1802 


in the neighborhood of the Midway and 
close to the elevated lines. The peak of 
the building program was reached in 
1892 (Table III), when most of the 
apartment and hotel projects were put 
under way. It is a noteworthy fact that 
almost all the building enterprises which 
were started late in 1892 and even in the 
early part of 1893 were carried through 
successfully, despite the oppressing finan- 
cial conditions that followed. 
Subdivision Activity. Operation in 
subdivisions began after 1890.5 During 
the real estate boom in the following two 
years the idea became prevalent that 
almost the whole of Cook County was 
eligible for subdivisions with Chicago as 
a center. This thought apparently pre- 
vailed throughout 1892, when 589 sub- 
divisions were laid out in the Chicago 
region, including 1,681 blocks and 65,697 
lots. Some of the lots were for multi- 
family structures but the majority were 
for single-family residences. If a family 
of average size (4.2 persons) were as- 
sumed to occupy each lot, enough land 
was urbanized in a single year to accom- 
modate 275,927 persons. Unfortunately, 
we have no data for the preceding years. 
Moreover, this figure is for Cook County 
alone. The peak of the period was in the 


Taste III. Summary or Buiitpincs ErecTeD 
1n CuicaGo, 1888-1899* 











Feet Cost 
Year Number Frontage (000 omitted) 
1888......... 4,982 116, 409 $20, 360 
1889......... 4,931 119,573 25,065 
1890.:....... 11, 608 266, 284 475332 
0) 11,805 282,672 $4,201 
CO: ee 13,194 327,573 64,740 
BIOR.. cece 8,359 216, 893 28, 708 
BSOA. «50:50:00: 9, 837 231,948 34,295 
TGQG.. 56 ss « 8 633 218, 360 35,010 
1896......... 6,273 155,679 22,403 
oo re GAM Pew c ccsiscss ees 21,777 
1898......... BOB Fone icss wecwe 21,281 
1899......... CG Aearre ner 20,856 














* Data for the years bg Ah ; gpg Oe were found in _ 


Real Estate and Building Jou: 


Jan. 4, 1 596; P: 93 of 


Ibid., Dec. 12, 1896, p. 1217; for 1897 to 1899, inclusive, M 


Putney, op. cit., pp. 104-5. 
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spring and summer of 1892 (Table IV). 
However, almost at the same time people 
became skeptical of the subdivision ac- 
tivity. Some of the owners of outlying 
acreage, who saw their neighbors sell out 
at unheard of prices during the inflation 
period and thought that they could do 
better by holding on, began to think 
that their theory was wrong, and instead 
of being visited by the real estate agent 
on their farms, they now pursued the 
agent to his city office. The magic of the 
name of Chicago could not alone add 
200% to 300% to the value of all farm 
lands which happened to lie in Cook 
County or in adjoining portions of Lake 
County, Indiana, or Lake County, 
Illinois. 

The subdivision of tracts of compara- 
tively valueless lands away from any 
lines of transportation was done princi- 
pally by a class of exchange men.® 
Worthless subdivisions, 30 and 40 miles 
from Chicago, without transit facilities, 
were opened simply for the purpose of 
making lots which might be offered in 
trade all over the country in return for 
anything of value. An instance is noted 
of a subdivision operator of this charac- 
ter who traded three lots for a horse and 














Taste IV. Susptviston Recorpations 1n CHICAGO 

DurinG 1892* 

Sub- 

divisions | Blocks Lots 
January.......... 31 I0I 3,775 
February......... 44 179 6,008 
IMABIOR «ooo esses ss 60 129 3,992 
oS errr 76 210 7,909 
BORO i sccias seen 60 253 10, 353 
[Se 53 155 5,406 
| ese 63 237 10, 260 
August.......... 41 103 5,001 
September....... 41 73 2,733 
October.......... 42 83 3,448 
November....... 37 78 3,132 
December........ 4I 80 3,680 

TOCA o6.6c00san 589 1,681 65,697 














* The Real Estate and Building Journal, December 31, 1892, 
p. 1676. Also Chicago Tribune, January 1, 1893. 


THE JOURNAL OF LAND & PUBLIC UTILITY ECONOMICS 


buggy, and took for an adjoining lot the 
equivalent of $1,200 under the grossest 
misrepresentation. The lots in question 
were in a subdivision on the flats along 
the Indiana State line in the extreme 
southern portion of Cook County, three 
miles from any railroad and as far from 
any other subdivided property. 

Operations in Acreage. Trade in acre- 
age property, which had revived in 18809, 
grew at a tremendous rate in 1890, reach- 
ing at times great speculative propor- 
tions. One of the main causes of this re- 
vival was said to be the location of the 
World’s Fair in Chicago, but another in- 
fluence was found in the decision of man- 
ufacturers in various parts of the coun- 
try to locate their main works or 
branches in this city or nearby.” Promi- 
nent among the localities for this specu- 
lation was the vicinity of the Stickney 
tract in Lyons, or land about Section 21, 
now Cicero. 

After this the acreage trade was carried 
,on spasmodically during this pre-fair pe- 


riod. Demands for acreage property cor- 


responded with the subdivision activi- 
ties during 1891 and 1892. However, for 
more than a year prior to the Fair this 
phase of the real estate market lay com- 
paratively dormant.® A few exceptions 
may be noted such as the transfer of 
large blocks of cheap land, which on ac- 
count of transportation facilities, seemed 
highly eligible for residential and manu- 
facturing development. 

The syndicate method of disposing of 
land was more in favor about this period 
than at any previous time in the history 
of Chicago. The plan was to purchase 
large blocks of land and issue shares rep- 
resenting lots and to sell them to a large 





6 The Real Estate and Building Fournal, April 29, 
1893. 
7 Economist, Chicago, January 1, 1891. 


8 See Inter-Ocean Daily, Chicago, January 1, 18933 
also Chicago Daily Tribune, January 1, 1893. 
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number of people. In this manner the 
ownership of large tracts could be di- 
vided. Syndicates of capitalists who were 
wealthy enough to operate in this man- 
ner succeededi n developing certain sub- 
urban sections. Chicago Heights, West 
Pullman, Harvey, Waukegan, South 
Waukegan and Stickney were successes, 
with West Pullman probably the best 
example. A host of other new manufac- 
turing and residential suburbs were 
equally legitimate and worthy of atten- 
tion but they were not pushed as vigor- 
ously as those mentioned. Other so- 
called syndicates and investment com- 
panies forced the market with thousands 
of lots which seemed to be an abuse of 
the market considering the financial and 
realty conditions of the times. 

The foregoing description gives a gen- 
eral idea of the real estate market prior 
to the Fair year of 1893. But the pros- 
perity which had characterized the real 
estate business up to this time began to 
lag and evidences of inactivity were ap- 
parent during the latter part of 1892. It 
therefore behooved the real estate group 
to look into the future, and to estimate 
what the Fair year and the years to fol- 
low had in store for them. On Decem- 
ber 31, 1892, the Rea/ Estate and Build- 
ing Fournal summed up the conditions of 
the past as follows: ‘Two things are 
necessary to sustain a strong and healthy 
market, viz., a long list of buyers and a 
long list of actual bargains to choose 
from. Unless everybody’s judgment is 
wrong and the World’s Fair a failure we 
shall have many prospective buyers, but 
we must persuade owners to come half 
way. There is such a thing as getting 
‘out of sight’ with a price list. Com- 
pared with 1890 we have had a dull sea- 
son, but compared with other years pre- 
ceding, the dying year ought not to pass 
away without due appreciation for the 
good that it bore us.” However, the 








REAL ESTATE ACTIVITY IN CHICAGO 409 


same Journal stated a week later, “On 
the other hand, no one can accurately 
estimate the effect which the World’s 
Fair will have on the local real estate 
market.” Thus optimism concerning the 
future real estate business was not at its 
highest pitch. 


Real Estate Activities During 
the Year 1893 


Although the World’s Fair did not 
open until May 1, 1893, in this paper the 
year 1893 will be spoken of as the Fair 
year. Real estate men looked forward 
to this period with confidence and fully 
expected the Fair year to surpass the 
high mark which had been set for volume 
of trade in Chicago. Although the real 
estate transfer index had been on the 
down-grade in 1892 (Table I) the volume 
of general business, as reflected in bank 
clearings in Chicago reached the high 
figure of over five billion dollars in the 
year prior to the Fair (Table II). Conse- 
quently, real estate men at this time 
were justified in making bright predic- 
tions for the future year. All through 
the winter months operations in choice 
properties of all kinds, especially busi- 
ness properties, were of a character to 
lead real estate men to believe that the 
general market would be satisfactory 
when spring opened. Downtown proper- 
ties were purchased by investors, and a 
great many loans at low interest rates 
were placed. The insurance and trust 
companies were willing to place loans at 
5%, demonstrating their confidence in 
Chicago realty. 

Two transactions in the Calumet re- 
gion during the month of January lent 
an air of activity to the real estate busi- 
ness and confirmed the opinion, which 
was gradually gaining ground, that the 
general real estate business for the year 
was to be a surprise to those who had 
been prophesying that but little would 


| 
| 
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be done until after the World’s Fair.® In 
February interest in subdivision prop- 
erty was renewed and the idea was be- 
coming quite prevalent that eligibly lo- 
cated lots at reasonable figures would be 
in demand during the Fair.!° 

Furthermore, many dealers made spe- 
cial preparations for the summer busi- 
ness which was anticipated, undoubtedly 
prompted by the facts listed above. It 
was confidently believed by all that 
World’s Fair visitors would buy Chicago 
property in generous slices; and the 
hopeful brokers had reason to scent some 
indication of activity in the slight flurry 
of trade during the winter months. 

Early in March, however, general bus- 
iness conditions throughout the United 
States as a whole became stringent. The 
money market tightened and this was 
the beginning of a depression period 
which was the unforeseen factor in the 
situation deranging the best laid plans 
for the real estate activity during the 
summer. A financial panic was immi- 
nent. There was a drain on the Treas- 
ury’s gold stock, which many claimed 
was attributable to the Sherman Silver 
Law, and the amount of gold in the 
United States coffers fell below the 100 
million dollar mark. Such a condition, 
coupled with the fact that the govern- 
ment income was unsatisfactory, brought 
on a panicky feeling in financial circles 
which soon was generally apparent. 
Commodity prices declined further in 
the spring; interest rates increased; the 
wheat and corn crops were very small 
with low prices; and industrial stocks 
collapsed." The country experienced a 
severe panic in May, with the crisis com- 
ing in August. The Silver Purchase Act 
was repealed in August, easing the 
money market late in the year.” 





9 Real Estate and Building Fournal, January 28, 1893, 
p. 107. 
10 Jéid., February 4, 1893, p. 139. 
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In Chicago a heavy liquidation in 
stocks took place; notes were called in; 
several banks suspended business; and 
the money market became exceedingly 
tight. Such events did not fail to have a 
depressing effect on the buyers of real 
estate. The opening of the World’s Fair 
was shrouded in the clouds of a financial 
storm so widespread that everything was 
compelled to bow before it. As the last 
days of April passed by, real estate men 
began to watch with interest the charac- 
ter of the World’s Fair visitors. They 
could not be shaken from the idea that a 
great deal of property would be sold dur- 
ing the summer to people who would dis- 
cover for the first time how great Chi- 
cago really was. Many people had not 
seen the Wonder City whose growth had 
been heralded to the far corners of the 
globe. The real estate men pinned their 
hopes on the Fair, because it was with 
these hopes that they expected to battle 
the results of the depression which 
would be sure to follow a panic. 


On May first the gates of the Fair 
were formally thrown open to the public. 
Jackson Park had been transformed into 
a huge garden city, with a playground 
extending a mile along the Midway to 
Washington Park. The official repre- 
sentatives of foreign powers were on 
hand to view the miracle of masonry and 
architecture which contained the prod- 
ucts, machines, inventions, art, and ar- 
chitecture of all nations. Visitors and 
the people of Chicago regarded the Fair 
as an eight-months’ holiday; and real 
estate men soon realized that such a 
festive attitude was not conducive to an 
active real estate market. One of the 
writers of the times sums up the real 
estate man’s difficulties in this way:” 





1 Thorp, op. cit., p. 136. 

12 Thid., p. 136. 

13 The Real Estate and Building Journal, April 29, 
1893. 
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“To boil down all of the real estate man’s 
troubles in one sentence requires a 
heavy strain on one of Gould Brown’s 
rules for the construction of complex sen- 
tences. Unless he (the agent) held the 
agency to sell the Palmer House or the 
Post Office site, he would be compelled 
to deal in acres, or World’s Fair hotels, 
or factory sites, or suburban lots, when 
he would be confronted with climactic 
conditions that have never been before; 
by the gold scars superinduced by a com- 
plication of diseases never yet suffi- 
ciently explained by anybody; by the 
reactionary effects of the boom of 1890; 
by a large surplus of hotel sites and ho- 
tels; by an excessive supply of suburban 
lots, and by a six months’ holiday.” 

The intense interest in the World’s 
Fair made it almost impossible for brok- 
ers to carry through transactions during 
the months in which the Fair monopo- 
lized attention. Because of the con- 
striction of the money market, promising 
negotiations had to be dropped and the 
interested parties flatly refused to re- 
sume dealings until they could find 
where they stood financially. The people 
who had contemplated making invest- 
ments were infected by a feeling of dis- 
trust and uncertainty which permeated 
business circles, and they decided to 
wait for more favorable circumstances. 

Throughout the summer and autumn 
the real estate market was in a depressed 
state, and gradually the lack of activity 
began to drive members of the real es- 
tate business into other activities. Many 
real estate dealers failed; some gave up 
the business permanently; but others in- 
tended to enter the field again when the 
market showed signs of rejuvenation. 

After this general survey of the situa- 
tion, it would be well now to notice a few 
earn aspects of the real estate mar- 

et. 





Economist, Chicago, January 1, 1893. 


4i! 


Building Activity. Take the building 
situation for instance. A glance at Ta- 
ble III shows that building activities fell 
off enormously during 1893. Compared 
with the years prior to the Fair, building 
could have been said to be at a standstill. 
In 1892 over 64 million dollars were in- 
vested in the building trade as against 
only 28 million in 1893. Many buildings 
which were begun in 1892 did not reach 
completion until the Fair year, which 
gave to the city a certain bustle of ac- 
tivity while the visitors were within its 
limits. The stringency of the money 
market had its discouraging effect on the 
building industry. All projects which 
involved a large amount of capital were 
abandoned. Capitalists could not be in- 
duced to invest in large enterprises which 
required an outlay of money, because 
the high rates of interest made it diffi- 
cult to secure loans and rendered ordi- 
nary business risks still more perilous. 

Subdivision Activity. The unsatisfac- 
tory nature of things soon began to be 
apparent in the acreage and subdivision 
trade during 1893. As early as January 
acreage property was said to be even 
more neglected than in the year 1891," 
and large areas of land which had pre- 
viously been in favor were unsalable. 
The sale of cheap lots was on a small 
scale and few new subdivisions were ex- 
ploited. The speculative element which 
creates boom periods was absent, and 
monthly index figures of real estate 
transfers were showing a sharp down- 
ward trend (Table V). In April, 1892, 
the number of real estate transfers be- 
gan a steady monthly decline, which ex- 
tended over a period of almost three 
years, with a slight revival in the spring 
of 1893, prior to the panic in May of 
that year. The total amount of sales 
also dropped sharply from 181 million 
in 1892 to 132 million the following year. 
Volume of sales likewise steadily de- 
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clined after the early months of the Fair 
year, and in October and November the 
totals were almost half what they were 
in the same months of 1892. 
Operations in Acreage. Acreage busi- 
ness which lost caste in 1892 continued 
to be regarded with disfavor and the 
subdividers who had expected a most 
active year had nothing to do but sit in 
their offices and watch the crowds go by. 
Buyers of real estate could no longer be 
influenced by brass band methods of 
selling. However, a few people would 
still buy property simply because it lay 
in parcels 25 by 125 feet, but it was dif- 
ficult to find purblind purchasers like 
those of the boom years, when hundreds 
of acres of indifferent farm land, away 
from all lines of transportation, had been 
cut up into lots and disposed of on easy 
terms. Swamp land, which was worth 


Taste V. NumBer AND Amount oF REAL EstTATE 
TRANSFERS IN Cuicaco BY Montus, 1890-1894, 
IncLUSIVE* 


Amount of Sales ¢ 














1890 1891 1892 1893 1894 

January.......... 14,806] 15,113] 10,803] 10,967] 10,604 
February......... 10,490] 14,139| 11,951] 11,426] 7,746 
March........... 14,995| 12,250] 19,850] 15,603] 10,795 
OS ee 18,697| 19,716] 19,178] 12,173| 11,584 
I io 045054054045 23,871| 19,799] 16,572] 15,700] 11,146 
ry 27,542| 15,613] 12,159] 10,078] 9,976 
| err ey 22,707| 17,028] 24,035] 9,547| 7,706 
MINE 6 on 0 ccconss 22,972| 12,191] 11,261] 11,068] 6,841 
September........ 16,617| 16,403] 9,476] 8,165] 10,865 
October.......... 21,164] 11,112] 15,791| 8,367] 9,051 
November........ 26,771| 14,422] 15,206] 8,366] 10,777 
December -| 14,553] 14,923] 15,666] 11,046] 12,221 

| ry 235,185|182, 709/181, 964/132, 506/121, 112 

















Number of Transfers 








January.......... 2,831] 4,073| 2,845) 2,675| 2,276 
February......... 2,404] 3,303) 2,841] 2,744) 2,043 
are 2,822} 3,471] 3,164] 3,618] 2,880 
| Ree 3,269| 4,608] 4,240) 2,842] 2,766 
_ SOE eee 4,430} 3,861] 3,613) 3,314] 2,674 
rrr ac 4,566] 3,511] 2,845| 2,726] 2,903 
are 3,514| 4,195) 3,591] 2,426] 2,109 
Auge... ssecces 4,058} 2,991] 2,810) 2,909] 2,061 
September........ 3,510| 3,658] 2,725| 2,220} 2,810 
ctober.......... 3-749| 3,092] 3,614] 2,408] 2,272 
November........ 4,740| 2,782] 3,125] 2,119] 2,195 
December........ 3,378| 3,124] 3,499] 2,691] 3,612 
, rrr 43,272| 42,669] 38,912] 32,692] 30,601 




















* Figures were compiled from the Real Estate and Building 
Journal; year 1890, p. 1676, December 31, 1892; years 1891, 
1892, 1893, P. 1479, December 30, 1893; year 1894, P. 1234, 
December 29, 1894. 

tIn thousands. 


probably $30 an acre and which could 
not be reached by turnpike six months 
in the year, failed to sell in 1893 even in 
the quarter section quantities whereas 
it had previously brought prices ranging 
from $25 to $75 per lot. 

The old real estate firms discovered 
the changing conditions and adapted 
themselves accordingly. Subdivision 
lots which were sold during the early 
part of the year were those eligible for 
improvement by home builders; and 
there was little demand for suburban 
acreage except along the North Shore. 

In the syndicate field concurrent with 
the opening of the Fair, announcement 
was made of one of the largest real estate 
deals ever ventured into in Chicago. 
The land contracted for and to be pur- 
chased involved an outlay of over 
$6,000,000. The promoters of the deal 
perfected an incorporation early in 
March under the laws of Virginia and 
assumed the title of the Chicago Dock 
and Investment Company. The total 
number of shares to be controlled by the 
syndicate was in excess of 7,000. The lo- 
cation of the property was south and 
southeast of the city, part of it lying just 
across the state line in Lake County, In- 
diana. The tract consisted of 2,845 acres, 
valued at approximately $1,500 an acre. 
Officers of the company subscribed for 
$12,000,000 of the stock and expected to 
realize $6,000,000 from the sale of bonds, 
the proceeds of which were to be applied 
to the purchase of the land and improve- 
ments. Outside of such splurges which 
could only be made by wealthy real es- 
tate men, nothing else seemed to indi- 
cate that subdivision men were able to 
make a fair livelihood. 

The Rental Market. One phase of the 
real estate market did present an opti- 
mistic picture during this period. This 
was the renting and leasing of hotels, 
apartments and downtown property. 
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Rental agents everywhere were kept 
busy seeking tenants who would pay 
higher rates than the next man. The 
renting departments were given an im- 
portance which they did not have during 
the speculative years of 1890 and 1891. 
This was the result of the increase in 
rentable space following the extended 
period of building activity. State Street 
rents had been advanced steadily and to 
such a point that they promised to crowd 
minor business houses into other streets. 

Speculation in rentals had not fully 
developed in other years, but during 
1893 it became the feature of the real 
estate market. Certain organizations 
which had operated in speculative leases 
in 1892 continued to operate on a large 
scale during the year of the Fair, and 
their success was so decisive that a good 
many others were drawn into the field. 
The main floors of many of the new large 
mercantile buildings were leased to spec- 
ulators who then subleased them at 
handsome terms which netted consider- 
able profit. Office space was in good de- 
mand. However, the real estate agents 
were of the opinion that Chicago was 
overbuilt as to structures for office pur- 
poses. 

The real estate brokers who advertised 
their properties were the most success- 
ful. Although dona fide owners of good 
subdivision property did a little business 
every month, the subdivision men who 
closed the most sales during the period 
were those who advertised excursions to 
outlying property, such as Columbia 
Heights, Edgemoor, and West Pullman. 
This group of men succeeded in selling 
lots to some of the prospects taken on 
these subdivision tours. 

The two accompanying advertise- 
ments which appeared in the Chicago 
Tribune give one an idea of the character 
of the subdivision announcements during 


the World’s Fair Year. 








EDGEMOOR ° 


A Strictly High Class 
Residential Suburb 


In the beautiful ridge districts on Western 
Avenue maesiat between 79th and 83rd 
treets 


50 foot lots $1,250-—$2,000 


$3,000 Building Restriction. $1,000 
cash, balance monthly, will buy a 
lot and build a house with 
all improvements 
Handsome improvements, macadam Streets, 
granite walks, boulevard lamps, fine shade 
trees, and pure rock springs water 
Chicago Central R. R. April first in- 
augurated a splendid suburban 
service to Edgemoor 














* Chicago Tribune, April and May, 1893. 








West Pullman * 


Is Bound To Be a Great City 
in Itself 


All Values Will Double Inside of 
a Year 


One-third of the lots in West Pullman can 
yet be bought at the original platted price 


Now is the time to investigate 


No such chance has ever been offered 
in Chicago 


All prices will be increased 
May first 




















* Chicago Tribune, April 2, 1893. 


The Real Estate and Building Fournal 
summed up this period in the following 
paragraph: “The year 1893 will long 
be remembered by the real estate frater- 
nity of Chicago as a twelve-month of 
dullness, disappointment and discour- 


Real Estate and Building Fournal, December 30, 
1893, p. 1478. 
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agement, second to no like period since 
1873, and comparable with that year in 
almost every particular except hopeless- 
ness.” 

The plight of the real estate group dur- 
ing the World’s Fair year was indeed a 
discouraging one. Building activity was 
at a standstill, acreage and subdivision 
activity on the downward trend, and the 
country as a whole in the throes of one 
of the most far-reaching depression pe- 
riods it had experienced for a good many 
years. The World’s Fair and all of its 
visitors only acted as a buffer to a condi- 
tion that might have been worse. The 
one enlightening feature that bolstered 
the hearts of the real estate men was the 
renting and leasing activity. This aspect 
of the real estate profession seemed 
clearly profitable at this time, and adver- 
tising was in a measure helping to sell 
subdivision lots in outlying suburbs 
which later became thriving communi- 
ties in the Chicago region. Indeed, the 
real estate fraternity looked forward 
with small expectations to the coming 
years. 


Real Estate Market Following the Fair 


For several years subsequent to 1893 
the real estate market in Chicago was in 
a depressed condition (Table I). How- 
ever, this condition must not be blamed 
entirely on the fact that an international 
exposition was held in Chicago during 
1893, as some of the literature of this 
period did.'® General business condi- 


On January 2, 1897, the Real Estate and Building 
Journal, says: “Referring to the recent bank failures, a 
New York journal, supposed to be friendly to Chicago, 
says: ‘Ever since the World’s Fair, Chicago has been a 
doubtful spot on the financial map, and it would not be 
surprising if it had not yet paid the whole price for the 
honor of being the scene of that national celebration. 
Evidently these institutions have been struggling with 
unwieldy loads for a good while, and that they have 
now to give up the fight is no reflection upon standing 
institutions which owe their stability to better methods 
and more conservative management.’ ” 
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tions throughout the entire United 
States were in a depressing state from 
the years 1894 to 1898, inclusive.!” Dur- 
ing 1894 the country was affected by a 
severe case of non-activity in all of its 
industries, which was accompanied by 
widespread unemployment, many busi- 
ness failures, an average wheat crop 
with low price, and a reduction in foreign 
trade. After a slight recovery during the 
late months of 1895, conditions returned 
in 1896 to the state of depression. Com- 
modity prices reached the bottom in 
1897 and business as a whole yielded toa 
gradual revival later in the year in spite 
of a severe bituminous coal strike. Ex- 
cellent crops in wheat, corn and cotton 
were reported that year and higher prices 
in wheat and corn were evidenced. 

In the face of such conditions, even 
the most optimistic real estate man 
could not predict any more than a con- 
tinued period of dullness with possibly 
a month or two of slight prosperous ac- 
tivity. Only in September, October, and 
November, 1894, did the aggregate value 
of transfers surpass the figures for 1893. 
During these three months the total 
number of transfers increased 8% and 
the consideration nearly 25% over the 
same months of 1893. This showed a 
greater relative proportion of large 
transfers, and indicated perhaps an in- 
creasing interest in real estate invest- 
ments toward the close of the year. 
The transfers were mainly of town prop- 
erty. No revival of the lot trade was 
evident. 

By January, 1896, the bad effects of 
the boom period almost six years before 
were nearly wiped out. Weak holders 
had withdrawn from the real estate bust- 
ness and the vicious methods resorted to 
by some of the subdividers to sell lots 
covered by blanket mortgages had been 
thoroughly exposed. 


17 Thorp, op. cit., p. 137. 
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REAL ESTATE ACTIVITY IN CHICAGO 


Contrary to the expectations of some 
and contrary to the usual situation, the 
suburbs recovered first from the effects 
of the panic and depression. The reasons 
for brighter prospects in the suburban 
lot trade were the increased transporta- 
tion facilities, making it possible for wage 
earners to own homes and escape the 
high rents or heavy taxes. One of the 
strongest arguments used at this time by 
suburban lot dealers was that they were 
outside of the drainage district and out- 
side of the city whose taxes were three- 
fold greater than in the suburbs. Ber- 
wyn, South Oak Park, Harlem, May- 
wood, Franklin Park, Irving Park, Nor- 
wood Park, Des Plaines, Winnetka, and 
other neighboring places actually grew 
larger every day by reason of these ad- 
vantages. 


Furthermore, investors were basing 
their calculations almost wholly upon 
income from rentals, and in view of this 
fact, the marked decline of rents during 
1895 caused a corresponding decline in 
the offers made for city property. 


Building activity also suffered for 
many years following the Fair (Table 
III). By the middle of the year 1896, 


‘this phase of the real estate business 


seemed to be in about as bad a condition 
as it could be. During the month of July, 
$43 permits for buildings were issued. In 
July, 1895, 884 permits were issued. The 
value of the improvements in 1895 was 
$3,717,035, while the amount of money 
put into the building trade in July, 1896, 
was $1,760,650, showing a decline in the 
investment of nearly $2,000,000. This 
condition was ascribed to the fact that it 
was a presidential year.!* The compara- 
tive statement for June and July of 1895 
and 1896 is shown below: 





18 Real Estate and Building Fournal, August 15, 1896, 
p. 778. 
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Tase VI. Buitoincs Erecrep 1n Cucaco, 
JUNE AND JuLy, 1895 AND 1896* 
1895 1896 
June July June July 

Buildings... . 965 884 630 543 
Feet Front... 25,273 21,983 18,323 12,818 
Coat... 06. $4, 252,313|$3,717,035|$1, 730, 295|$1 , 760,650 

















* Real Estate and Building Journal, August 15, 1896, p. 778. 


This depressing condition in the build- 
ing trade continued throughout the year 
of 1896. As compared with 1895, the 
building permits for 1896 were only 
about three-fourths as many, and for less 
than two-thirds the cost (Table III). 


The Stewart, Fisher and Silversmith 
buildings appeared at this time in the 
downtown district. The Fisher building, 
which was completed in the early part of 
1896, was the last of a notable series of 
great office buildings. Contrary to the 
general expectations its space was in 
great demand despite the very dull 
times, and many leases were signed the 
year it was completed. 

By 1897 the real estate market be- 
came somewhat more active and agents 
looked forward to a more encouraging 
future. Although the real estate transfer 
index did not show an upward trend 
until 1899 and the building trade was 
not to begin its new era until the early 
part of the new century, business condi- 
tions in Chicago took new life with the 
coming of 1898 (Table II). The retro- 
spective view of the real estate market 
was far more consoling in 1897 than it 
had been for several years. The Rea/ 
Estate and Building fFournal gave this 
message in its January 2, 1897, issue: “It 
is the near future that concerns the agent 
and owners. After a long period of wait- 
ing and almost painful suspense running 
back about three years, the real estate 
agents of Chicago feel that a change for 
the better must come with the return of 
spring.” 
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From this description of real estate ac- 
tivity accompanying the World’s Fair of 
1893 it is clear that evaluation of the in- 
fluence of the Fair alone is extremely 
difficult. The years immediately preced- 
ing 1893 were marked by boom charac- 
teristics, which may be credited largely 
to the influence of the Fair. The story 
of what happens to the purchasers in such 
markets need not be told. But even here 
the Exposition cannot be held solely re- 
sponsible, for about this time the country 
was just awakening to the strategic loca- 
tion of Chicago as a center for industrial 
and commercial development. Realiza- 
tion of Chicago’s advantages, on the other 
hand, may have been the outcome of the 
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publicity which the city received from 
the Fair. Equally difficult to evaluate 
are the effects of the real estate boom. 
Like all booms it was followed by a 
slump, of which there was some evidence 
late in 1892, considerably before the na- 
tion-wide depression set in. The ques- 
tion is: What would have been the out- 
come had there been no general depres- 
sion in 1893? Statistics may show 
slightly increased payrolls, industrial pro- 
duction and real estate values but did the 
real estate operator correctly anticipate 
these gains in fundamental factors? Or 
did he overestimate them several times 
and pass this capitalized optimism on to 
so-called “real estate investors’? 
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THE PRE-OWNERSHIP STEPS ON THE 
“AGRICULTURAL LADDER” IN A 
LOW TENANCY REGION 


By CARL F. WEHRWEIN 


landless prospective farmers in the 

United States climb to ownership 
of the land they operate by a series of 
rather well-defined stages. This theory 
of the “agricultural ladder” is now being 
tested by analyzing the facts in com- 
munities of widely differing tenure con- 
ditions. Two previous articles! consid- 
ered the operation of the “agricultural 
ladder” in a region of high tenancy and a 
subsequent article? outlined the effect of 
land credit conditions on the tenure situ- 
ation in that area. 


"Ge theory has been advanced that 


Description of the Area 


The area studied in this article was 
chosen because it represents the other 
extreme—a region of low tenancy. The 
Town of Newton, Manitowoc County, is 
typical of Wisconsin in many respects, 
particularly the eastern part of the state. 
In a former article many of the general 
facts regarding the area were presented? 
but can be briefly recalled here. Mani- 
towoc County is about 75 miles north of 
Milwaukee, and Newton is one of the 
townships bordering on Lake Michigan. 
In fact, the lake cuts off an area of 873.1 
acres, leaving a net land area for Newton 





? William Ten Haken, “Land Tenure in Walnut 
Grove Township, Knox County, Illinois,” 4 Yournal of 
Land & Public Utility Economics 13-24, 188-198 (Feb- 
ruary and May, 1928). 

* David Rozman, “Land Credit in Walnut Grove 
Township, Knox County, Illinois,” 4 Zbid. 305-312 
(August, 1928). 

* David Rozman, “Land Credit in the Town of New- 
ton, Manitowoc County, Wisconsin, 1848-1926,” 4 
Ibid., 371-384 (November, 1927). 


Township of 22,166.9 acres, according to 
government survey. 

The soil is of good quality, except that 
there is a strip of light sand along Lake 
Michigan and small wet spots are fairly 
evenly distributed over the whole area. 
The north central part is hilly with 
many small lakes and generally a heavy 
clay soil. The rainfall is slightly more 
than 30 inches. The average growing 
season is 171 days. The mean tempera- 
tures of the various seasons are as fol- 
lows: spring, 42 degrees F.; summer, 67 
degrees; autumn, 50 degrees; and win- 
ter, 22 degrees. Because of the nearness 
to Lake Michigan, spring and fall are 
more retarded, the temperature more 
uniform throughout the year, and the 
humidity higher than in regions remote 
from the lake. 

The short growing season and low 
mean summer temperature (67 degrees) 
make corn growing unprofitable, al- 
though the earlier maturing varieties are 
used extensively for silage purposes. 
Grain, hay, legumes and forage crops of 
all kinds, and pastures form the basis of 
the dairy industry of the area. Most of 
the farmers have grade cattle, although 
pure-breds are not at all uncommon. 
The township was formerly a wheat and 
general cereal growing section like the 
rest of the state, but the transition to 
dairying as the principal industry oc- 
curred about 1900 to 1905. 

Settlement of the area began in 1847 
and within 10 years practically all the 
farm land of the township had passed 
into the hands of farmers. Some of the 
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land, however, had been in the posses- 
sion of speculators for as much as II 
years prior to 1847. The general sta- 
bility of the population as well as the 
almost complete absence of tenancy was 
noted in the former article. This latter 
fact was the main reason for selecting 
the area for detailed study. 

Altogether 267 farmers, owners and 
tenants, reside in the township. The 
land, however, is owned by 283 individu- 
als; the difference of 16 persons repre- 
sents absentee owners who have leased 
their lands and some farmers who live in 
adjacent townships but who own land 
in Newton as well. 


Taste I. PercentaGe or Farm TENANCY IN ManirTo- 
woc County, Wisconsin, By Census PErtops* 











Year Per Cent. 
NBO is vices oa sos ee eS eee 1.92 
BO nici shes aig a wise o aise areas ee 2.25 
BARD 5 cS Sie ys wlatavesarss.s siere oie ois Winnie wraraonsrars eee 3.78 
NDAD Renee Sere ce ae eee eee a aes cre, SS 3.58 
IO 65 ib nee 6o 0:0e 9a a4 04 oe S99 0 Wa es 0 00 4-33 
| ee a a nee er oe eee 4-14 








* Adapted from the roth, 11th, 12th, 13th, and 14th Census 
of the United States and the United States Census of Agricul- 
ture; 1880, Vol. III, pp. 100-101; 1890, “Statistics of Agricul- 
ture,” pp. 196-197; 1900, Vol. V, pp. 138-139; 1910, Vol. VII, 
Like oan 

The low percentage of tenancy in this 
area is shown by the census figures for 
Manitowoc County from 1880 to 1925 
(Table I). The rate of tenancy in this 
county has experienced a slight gradual 
increase since 1880, but 4.14% is still a 
low figure for tenant-operated farms. By 
actual calculation of the total number of 
tenants and owners in the Town of New- 
ton in 1927 a percentage of 4.49 was 
found, which indicates that the area of 
this study is typical of the whole county. 

This study of land tenure is based on 
data obtained from 201 farm occupiers 
in Newton Township. It was impracti- 
cable to get full information on every 
farmer in the Township in the time avail- 
able for this study. 
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Nationality and Nativity of the Farmers 


Table II shows that this is predomi- 
nantly a German community. The Poles 
are grouped rather compactly in the 
southeastern corner of the township and 
are generally referred to as the “Polish 














settlement.” The Irish likewise are 
Taste II. NATIONALITIES OF 201 FARMERS IN THE 
TownsuiPp or Newton, Manitowoc County, 
WISCONSIN 

Nationality Number | Per Cent. 
ON 5. bi ci6 ct eene serves a 201 100.0 
MARAT sees sa trteiapeecc aces 155 oat 
Serre ree 31 15.4 
MEN ccc oops crn ce esse 9 4.5 
Nc aia ss nord sie 2 1.0 
LOE nee 2 1.0 
BR ia rsaskvesvennouss I 0.5 
Norwegian...............45. I 0.5 











grouped by themselves in the southwest- 
ern corner of the area and form part of a 
much larger settlement to be found in 
adjacent townships. With the excep- 
tion of the Russians, who have come in 
within the last 15 years, all these na- 
tionalities have been resident in their 
respective areas since the first settle- 
ments. Some intermingling of nationali- 
ties has taken place, particularly at the 
borders of the first settlements, but the 
amount is negligible. 

Classification according to nativity 
reveals the pronounced stability of the 
agricultural population of this region, 
for 24 of the farmers interviewed were 
born in Newton Township. In other 
words, these farmers are not “foreign 
born” in the sense that this term is used 
in the federal census, for nearly all of the 
present farm operators are the third gen- 
eration on the land. The majority, if 
not most, of their parents were born in 
the United States. (Table III.) 

Further analysis of the nativity data 
shows that 12 of these 201 farmers were 
born in the city. Of course, this number 
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PRE-OWNERSHIP STEPS ON AGRICULTURAL LADDER 


Tas_e III. Nativity oF 201 FARMERS IN THE TOWN- 
sHip oF Newton, Manitowoc County, Wisconsin 














Places of Birth Number | Per Cent. 
Rata rccc sugccvovcnesaes 201 100.0 
In the Township of Newton .. 134 66.6 
In other parts of Manitowoc 
County......... eererye 47 23.4 
In other parts of United States 4 2.0 
A EMREN 6 ooo 6. cake fuis Greece 16* 8.0 











* Of these 16, seven were born in Germany, seven in Poland 
and two in Russia. 


is not large, yet it is significant especially 
in a region where the farm population 
is so largely recruited from the sons or 
other relatives of farmers as will be 
noted later. It indicates that the move- 
ment of people to the farms is not a mere 
accident. It gives a clue to the number 
of city people who have been going out 
on farms, representing a city-to-farm 
movement which is generally ignored in 
the lamentations over the drift from 
country to city. 

In view of this high degree of stability 
in the population it is natural to ask how 
men climb the “agricultural ladder” in a 
region where so few farmers rent land 
and so many seem to step directly into 
ownership of the land they operate. The 
pre-ownership steps are grouped under 
three headings in this study: the in- 
heritance step; the wage-earning step; 
and tenancy. 


I. The Inheritance Step 


Examination of the data obtained 
from the 201 farmers shows that they 
fall into two distinct groups. One group 
never left the home farm at all, but 
worked in cooperation with their parents 
without wages until the parents retired 
from active control of the farm opera- 
tions and the sons stepped into full own- 
ership of the farm at that time or at the 
death of the parents. In seven cases a 
few years of renting intervened between 


419 


the first stage and full ownership. It is 
extremely interesting that 97, or 48.3%, 
obtained their farms in this way. These 
men were willing to stay at home with- 
out wages because they were anxious to 
remain farmers and because they ex- 
pected to inherit the home farm or re- 
ceive financial assistance from their 
fathers when they rented or purchased 
other farms. An arrangement of this 
kind suggests a sort of old-world patri- 
archal relationship between parents and 
children. Naturally the age at which 
these men obtained their farms is apt to 
be somewhat advanced. An extreme ex- 
ample is one farmer who worked at 
home without wages until he was 61 
years of age. His father, by the way, 
holds the record for the length of owner- 
ship of a farm in the Town of Newton, 
having owned it for 60 years. 

This method of acquiring ownership 
of a farm shows the importance of in- 
heritance in this community. It also 
helps to explain the relative stability of 
the agricultural population. 


IT. The Wage-Earning Step 


The second group acquired farm own- 
ership by working for wages to earn 
money for the renting or purchase of 
land. One hundred and four, or 51.7%, 
of the 201 farmers interviewed worked 
for wages either at home or elsewhere. 
The average age at which these men be- 
gan to work for wages was 19.03 years. 
For the purposes of this study this wage- 
earning group has been further subdi- 
vided (Table IV). 

Working for Wages on the Home Farm. 
It includes first of all those who have 
worked for hire on the home farm. But 
the very small proportion of the wage- 
earning group who used this method of 
acquiring land ownership shows the rela- 
tive unimportance of this step in this 
community. It contrasts significantly 





~~ 
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with the large percentage of all farmers 
who remained on the home farm without 
wages waiting to acquire farm ownership 
by inheritance. 

Working for Wages on Other Than 
Home Farm. The size of this group indi- 
cates the importance of the “‘hired-man 
stage.” Use of this method of accumu- 
lating the purchase price of a farm seems 
quite logical. Those who climb by this 
step do not have to learn a new trade or 
experience the lower earning capacity 
that often accompanies a change of 
occupation. Furthermore, they have an 
opportunity to gain experience from 
other farmers. The length of time spent 
as farm hands seems not to differ greatly 
between those working for wages on the 
home farm and on another’s farm (Table 
IV). Since the World War, however, 
the number of hired men in the township 
has decreased materially, only 20 having 
been employed in the entire township in 
1927, whereas years ago most of the 
farmers had hired men. 

Working for Wages in Other Rural Oc- 
cupations. According to the data col- 
lected in this study, this step seems to be 
the most important in Newton Town- 
ship. Over 27% of all the farmers inter- 
viewed had experience in other rural 
occupations than agriculture. Table V 
lists the various occupations in which 
these men were employed. It will be 
noted that the total given in the table 
exceeds the number of farmers who used 
this stage in their progress to ownership 
(Table IV). This is caused by some of 
these individuals having been employed 
at one time or another in more than one 
of the occupations listed. The greater 
average duration of this stage is notice- 
able. 

The large numbers in the laborer and 
carpenter groups warrant further con- 
sideration of these occupations. A rural 
laborer is one who performs such un- 
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skilled labor as cutting firewood in win- 
ter, digging ditches and other similar 
work which is not usually classified as 
“farm labor.” The 20 who were em- 
ployed as rural laborers at some time in 
their experience followed this occupation 
for an average of 3.47 years. Carpenter- 


ing, on the other hand, was followed by 


17 wage-earners for an average of 9.3 
years. The longer period during which 
carpenters remained in that occupation 
was probably the result of the greater 
earnings and desirability of that work 
together with stepping up from laborer 
to carpenter on the part of many. Car- 
pentering was particularly important as 
a means of accumulating money for the 
purchase of land in the earlier years. A 
great deal of building took place in the 
eighties and nineties when new houses 
and barns superseded the out-of-date 
log houses and farm structures. Very 
little construction, however, has been 
done since the World War in this town- 
ship. 

Work of this kind had many advan- 
tages for farm boys. Many of these oc- 
cupations, especially carpenter, mason 
and others, gave them experience which 


i 
TasLe IV. Retative ImporTANCE OF DIFFERENT 
Wace-EarninG ACTIVITIES 











Average 
Number 
Method of Acquiring | Num- of Years 
Farm Ownership ber* | Per Cent. | in Wage- 
Earning 
Stagef 
On home farm........ 4 3-84 5.88 
On other farms....... 45 43.27 6.32 
Rural occupations..... 56 53.84 8.33 
Urban occupations....| 33 91.93 11.81 














* The larger number (138) listed here is accounted for by the 
fact that several of those using this rung of the “ladder” had 
experience in more than one wage-earning group. F 

t The figures in this column represent the average of the time 
spent in the different wage-earning activities by the respective 
groups who engaged in these activities. 

Assuming that each of the 104 individuals passed through all 
four of these wage-earning stages a very different result is ob- 
tained. Such a calculation shows the average length of each 
stage as follows: On the home farm, .23 years; on other than 
home farm, 2.3 years; in other rural occupations, 4.49 years; 
and in urban occupations, 3.69 years. The total average period 
is then 10.71 years. 
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Taste V. Numser oF FARMERS ENGAGED IN OTHER 
Rurat Occupations THAN FARMING Prior TO 
TENANCY OR OWNERSHIP IN TOWNSHIP OF 
Newton, Manitowoc County, Wisconsin 








Occupations Number 
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* The occupation, ‘‘housewife,’’ refers to the period durin; 
which present female farm owners (widows) were the wives o! 
the immediately previous owners while the latter were alive. 

+ One present female farm owner was engaged in housework 
for hire before she was married. 

t This man for a time hunted big game in Africa and also 
joined in the gold rush to Alaska in 1898. 
was useful to them later as farmers. The 
men could always be at home on Sun- 
days or at times when the farm work was 
especially urgent. If they worked in the 
cities, such an arrangement was not al- 
ways practicable. This was more often 
the case in the past than at present when 
good roads and the automobile have 
eliminated distances. Now many farm 
boys are employed in near-by cities and 
come home every night. 

Working for Wages in Urban Occupa- 
tions. It sounds somewhat paradoxical 
to say that working for wages in urban 
industries is becoming of greater signifi- 
cance as a rung on the “agricultural lad- 
der.” Yet over 16% of all the farmers 
interviewed spent some part of their pre- 
ownership period in city occupations, 
while accumulating money for the pur- 
chase of a farm. The occupations fol- 
lowed by these men were also diverse, 
but that of unskilled laborer predomi- 
nated (Table VI). There is a larger total, 
as in the previous table, because some of 
the individuals engaged in several kinds 


of work. The average time spent in city 
occupations was 11.81 years, a compara- 
tively long period. But the 24 in the la- 
borer group were engaged in this ca- 
pacity for an average of 13.41 years. 
The longer priod spent in the unskilled 
laborer occupations by the city workers, 
as compared with the rural laborers, 
results primarily from the fact that a 
great many more carpenter jobs than 
unskilled laborer jobs were available in 
the country, whereas in the city the un- 
skilled laborer jobs were most plentiful. 

This particular rung of the “agricul- 
tural ladder” is of more than passing 
significance. In the first place, it often 
means a complete separation from farm 
work and is in no sense an apprentice- 
ship in agriculture, except probably in a 
few cases. No doubt many of those who 
leave the country for the city never re- 
turn because they become attached to 
the city by their work and associations. 
On the other hand, the figures just 
quoted show that an appreciable num- 
ber who seem to drift to the city do not 
make urban life their goal but use it as a 
step to farm ownership. These 33 men 
(Table IV), after an average of almost 
12 years of city life, returned to the 
farms. To these must be added the 12 
who were city-born but who selected 
Tasie VI. NuMBER OF FARMERS ENGAGED IN Di1FFER- 

ENT City Occupations Prior To TENANCY OR 


OwnersuIP, TownsHIP oF Newron, Manito- 
woc County, WIscoNnsIN 
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farming as an occupation. This phase 
of the “agricultural ladder” merits fur- 
ther study. The fact that they engaged 
in unskilled occupations almost exclu- 
sively while in the city may be an addi- 
tional impetus to return to the farms. 

Of the 104 who worked for wages 37 
had considerable periods of unemploy- 
ment after they started to work for 
wages and prior to becoming an owner 
or tenant. The period of unemployment 
for these 37 men averaged 4.32 years. 
Most of these years of unemployment 
were spent at home on the farm. This 
matter of unemployment has not been 
given much consideration in studies of 
tenure and of progress in acquiring a 
farm. 


ITI. Tenancy Step* 


As stated earlier in this article, the 
percentage of tenancy in this township 
is about 44%%. Yet of the 201 farmers 
upon whom this study is based 18 had 
been, or are, tenants now. Of these, two 
are renting farms at the present time.® 
In other words, eliminating the two 
present tenants,® 8.04% had used ten- 
ancy as a step to land ownership in a 
region with only 44%4% of tenant-oper- 
ated farms. This means that the per- 
centage of tenancy noted by the United 
States Census does not give an adequate 
measure of the number or percentage of 
farmers who have used tenancy as a step 
on the “agricultural ladder.” The census 
figures represent a cross-section of ten- 
ure at a given time, the other represents 
the prevalence of renting as a means of 


4For the remainder of this article we shall consider 
the farmers as a whole instead of the two separate 
groups. 

5 The low distribution of present tenants among the 
201 farmers studied as compared with the total number 
of tenants in the township (12) need not be confusing 
in considering the conclusions with respect to tenancy 
because the 201 farmers studied included enough who 
had used tenancy at one time or another (18) so that they 


acquiring landed property. The average 
age at which these 18 men became ten- 
ants was 28.56 years. 

The situation with respect to the rela- 
tionship of tenants to their landlords is 
similar to that of present owners to 
former owners. Eight of the tenants 
were sons of their landlords, four were 
(or are) sons-in-law whereas six were not 
related. These figures agree fairly well 
with the figures on the relationship of 
tenants presented by the 1925 federal 
census for Manitowoc County. Accord- 
ing to the census 58.9% of all cash ten- 
ants and 73% of all other tenants were 
related to their landlords in this county. 
The stability of the population will be- 
come very much more apparent when 
the above facts are considered in connec- 
tion with the age at which the 199 farm- 
ers became owners, a little later in our 
discussion. 

The average size of the farms of the 
18 renters was 94.81 acres. This is a 
little larger than the average size of 
farms operated by owners and somewhat 
larger than the average size of farms for 
the entire township. 

The average length of time spent in 
the tenancy stage by the 16 who com- 
pleted this stage was 7.56 years. The 
two who are now tenants must, of 
course, be omitted because their period 
of tenancy is not yet finished. This 
period of almost eight years was less 
by 2% years than the duration of ten- 
ancy of 30 owner-operators in Illinois,’ 
an indication of the more rapid rise to 
ownership in the Wisconsin area. 
should be fairly representative of the tenancy practices 
that have been followed ir she township. 

6 The two men now renting farms are eliminated 
because it cannot be ascertained yet whether their ten- 
ancy is a permanent status or a step to ownership. Pre- 
sumably, however, on the basis of past history of ten- 
ancy in this region, these two men will eventually be- 
come owners. This would raise the proportion of those 


using tenancy as a step to ownership to 8.95%. 
7 Ten Haken, op. cit., supra n. 1, p. 194. 
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Age of Becoming an Owner 


Chart I, derived from a frequency dis- 
tribution table, shows the number who 
became owners at different ages. The 
presence of the two existing tenants 
makes the total number of instances re- 
corded in the chart 199 instead of 201. 

A clearly marked modal average ap- 
pears in the class interval 25 to 25.9 
years. Noteworthy also are the next 
six years during which 77 men, or over 
38% of the total recorded, became own- 
Also the 2Ist year at 
which men reach their majority and the 
two years preceding 25 are important 
ages. However, a considerable number 
do not become farm owners until they 
are 40 and even 50 years of age, a re- 
flection of the importance of inheritance. 
The arithmetic average is 30.06 years, 
or 5 years less than the average age of 


acquiring ownership in the Illinois town- 
ship studied. 


Relationship of Present Owners to 
Former Owners 


One of the very interesting facts re- 
vealed by this study is the great number 
(68.85%) of present farm owners who are 
related to the immediately previous 
owners. This helps to explain the rather 
distinctive manner of climbing the 
“agricultural ladder” and the stable 
tenure that exist in this locality. The 
distribution of relationships to former 
owners of the 199 present owners is pre- 
sented in Chart II. 

This does not tell the entire story of 
the effect of family connection in 
strengthening and perpetuating posses- 
sion of the land by the same group. It 
will be remembered from Table III that 





CHARTS 
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134 of the 199 farm owners studied were 
born in the Town of Newton. Excluding 
from this group the 99 who were born in 
the. Township and who also inherited 
their farms from relatives (there were 38 
more who inherited their farms from 
relatives, as shown by Chart II, but 
these were not born in Newton), 35 are 
still left who were born in the Township. 
This indicated that 35 men were not 
able to inherit farms from near relatives, 
but received aid from home which helped 
them to buy farms from unrelated neigh- 
bors. In short, inheritance took other 
forms than a direct transference of the 
home farm to a son or daughter. Fur- 
ther analysis of the data gathered in this 
township and to be published later sub- 
stantiates the above thesis. 


Is the Duration of the Pre-Ownership 
Period Increasing? 


The question is often asked, “Does it 
take a longer time to become the owner 
of a farm at present that it did years 
ago?” In other words, has the period of 
the pre-ownership stage increased or de- 
creased? As far as the Town of Newton 
is concerned, not much change appears 
to have taken place in these respects 
during the life-time of the farmers 
studied, who range in age from 22 to 75 
years. To test this, the 201 farmers 
were divided into three age-groups, and 
each group was studied separately with 
respect to the number and percentage 
of those who worked for wages, the 
average age of starting work for wages, 
and the average age of becoming an 
owner. The data are given in Table VII. 

It will be noticed that the number who 
worked for wages (in terms of percent- 
age) and the average age of becoming an 
owner decreased appreciably from the 
oldest age class to the youngest. These 
figures should not be taken at their face 
value because the use of the arithmetic 
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CHART It 


RELATIONSHIP TO FORMER OWNERS OF 
199 FARM OWNERS IN NEWTON TOWNSHIP 
MANITOWOC COUNTY, WISCONSIN 
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average results in averages that are 
higher than normal on account of the 
extreme and unusual items in the series. 
But more important than this is the fact 
that the figures for the older groups are 
higher by the very nature of the group- 
ing. The “‘over-60-years” group includes 
all the men who became owners before 
41 years (just as the first group does) 
but also all those who became owners 
much later in life while the “under-41- 
years” group cannot include men more 
than 41 yearsold. It is the laggards who 
bring up the average for this group, 
whereas the younger group contains only 
those who made a rapid climb to own- 
ership. 

One might say that the group under 
41 years of age are owners and should 
be given credit for their accomplish- 
ments. But a fair comparison would re- 
quire that the ownership status of the 
“over-60” group be ascertained when 
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TasLe VII. 201 FARMERS oF NE EWTON Townsuip, Manitowoc County, Wisconsin, 
CuassiFIED Into THREE AGE Groups By Size oF Group, Workinc For WaceEs, 
AGE oF STarTING WorkK FoR WAGES AND AGE OF BECOMING Farm OwneERS 

















Wace-EarnNING 
S1zE or Group PERIOD AVERAGE 
AGE OF | AVERAGE 
AcE Groups Per Cent. | BEGINNING] AGE OF 
of Total Wace- | BEcoMING 
Number | Per Cent. | Number | Number | Earninc | Owner 
in Age Periop | (YEARS) 
Group (Years) 

PROBING osc. fos Sarr oreo eee 201 100.0 Bigs Bee coasecd ote wwrectend Paemnnags 8s 
ao ing ehh es cen serdcenerds 57 28.3% 27 47-3% 20.1 26.8 
41-60 years, inclusive................. gI 45.3% 47 51.6% 18.0 28.1 
61 years and over................00005 53 26.4% 30 56.6% 18.97 40.2 























these men were less than 41 years of age 
or when the youngest group had reached 
the age of 61. In the first case all those 
who were still tenants or wage-earners 
at the age of 40 would be eliminated 
from the “over-60” group, while in the 
second case all those who joined the 
ranks of owners after 41 but below 61 
would be enumerated. 


The figures giving the average ages 
of starting to work for wages seem to 
support the contention that no appreci- 
able change has taken place in the dura- 
tion of the wage-earning period. Since 
all men begin to work for wages before 
the age of 41, the average age at which 
men begin their work for money is not 
influenced by their age at the time the 
data were obtained. It will be seen that 
the group under 41 years of age started 
to work at an average age of 20.1 years; 





8 Rozman, op. cit., supra n. 3. “In 1920 the rate in 
this section ranged from 4.6% to 5.0%. No other area 
enjoys such low mortgage interest.” (The last state- 
ment embraces the United States.) 


the intermediate group, whose ages lie 
between 41 and 60, inclusive, began at 
an average age of 18 years; whereas the 
group now over 60 years of age began at 
an average age of 18.97 years. These 
figures show no appreciable change that 
may not be caused by the smallness of 
the sample. It is admitted, however, 
that the data in Table VII might be 
more conclusive as proof that little 
change has taken place in the length of 
the pre-ownership period in the Town of 
Newton. 

In conclusion, this study indicates 
that in a low tenancy area the inheri- 
tance and wage-earning steps to owner- 
ship of landed property are used to prac- 
tically an equal extent. Acquisition of 
farm ownership is further aided in New- 
ton Township by a low interest rate on 
farm land,® lower land values, and 
smaller farms than in the high tenancy 
area of Knox County, Illinois. Inheri- 
tance and low interest rates are directly 
related to a stable, well-established farm 
population. 
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SUMMARIES OF RESEARCH 


COST OF RAILWAY CAPITAL 


cost of railway capital was more 

marked in the first half of 1928 
than in the preceding half year, as shown 
by carrying forward the previous analy- 
sis! of data from the Interstate Commerce 
Commission on security issues. In the 
first quarter of 1928, the average cost of 
capital secured from the sale of all 
classes of securities at the price to the 
company was 4.73%, and in the second 
quarter 4.72%, compared with 5.06% 
for the year 1927, and with 5.24% and 
5.16% respectively for the first and sec- 
ond quarters of 1927 (Table II). 

These current yields on all railroad 
securities reflect the predominance of 
low yield bonds and equipment trusts. 
The cost of money secured by bond is- 


Te steady downward trend of the 


1H. B. Dorau, “Cost of Railway Capital Under the 
Transportation Act of 1920”, 37 Journal of Land & 
Public Utility Economics, 1-20 (February, 1927); 3 
Ibid., 427-430 (November, 1927); and 4 Jbid., 206-208 
(May, 1928). 


sues fell from an average of 5.16% in 
1927 to 4.71% in the first quarter of 
1928, and 4.75% in the second quarter. 
Nothing like the same drop occurred in 
equipment trusts, but the cost of money 
for this type of security also declined 
sharply. 

At the time of this writing, the Inter- 
state Commerce Commission Report for 
1928 is not at hand, and the return 
earned on investment and on stock in 
1927 is therefore not available for com- 
parison with the current cost of money. 
However, in the period since 1920, there 
has been a significant increase in the 
average return earned. This, together 
with the decline in the cost of money, 
has brought the average cost of new capi- 
tal practically to the same level as the 
return earned on all capital, although for 
the entire period the average earnings 
have never yet approached cost of capi- 
tal (Table IT). 

















TaBLe I. Summary or Cost or Financinc ExpresseD IN Various Ways, By YEARS 
AND FOR THE PERIOD 1920-1927. 
EQUIPMENT TRUST 
Y ALL CLASSES Bonpbs CERTIFICATES MISCELLANEOUS 
EAR 
zZ z Yield zZ zZ Yield z Z Yield zZ z Yield 
y-o _ — |Differ-| y-o _ — /|Differ-| y-o _ — |Differ-| y-o _ _ er- 
x n ence x n ence n ence x n ence 
1920....] 3.66 | 3.66 | 3.80 -52 | 3-47 | 3-47 | 3-59 -50 | 3.98 | 3.97 | 4.13 sis 40.0+letcecelenedeabedewes 
1921....| 4.38 | 4.51 | 4.72 -47 | 4-54 | 4.68 | 4.91 } .§0 | 2.44 | 2.44 | 2.50 -08 | 2.68 | 2.78 | 2.86 39 
1922....] 3.25 | 3.36 | 3.48 -29 | 3.55 | 3.69 | 3.83 .26 | 2.28 | 2.30 | 2.35 BE Fe ccecsiscesesloccceelevesss 
1923....] 2.54 | 2.59 | 2.66 32 | 2.65 | 2.74 | 2.82 16 | 2.55 | 2.58 | 2.65 -38 | 1.51 | 1.52 | 1.55 -67 
1924....| 2.67 | 2.73 | 2.80 24 | 3.16 | 3.26 | 3.37 -23 | 1.86 | 1.88 | 1.91 .0O8 | 1.71 | 1.71 | 1.74 .86 
1925....] 2.49 | 2.55 | 2.62 24 | 2.74 | 2.82 | 2.90 23 | 1.75 | 1.76 | 1.79 -31 | 4.75 | 4.80 | §.04 | 1.20 
1926....] 2.23 | 2.28 | 2.34 20 | 2.62 | 2.69 | 2.77 .18 | 1.48 | 1.50] 1.52 -24 | 1.00 | 1.01 | 1.02 -54 
1927....] 2.39 | 2.46 | 2.53 16 | 2.60 | 2.70 | 2.77 16 -66 -66 -10 | 2.00 | 2.02 | 2.06 14 
—- 2.82 | 2.89 | 2.97 27 | 3.16 | 3.26 | 3.37 25 | 2.03 | 2.05 | 2.09 26 | 1.69 | 1.71 |] 1.74 78 
192 

ist Q..| 2.02 | 2.05 | 2.10 -14 | 2.19 | 2.23 | 2.28 12 56 -56 56 o9 | 1.75 | 1.76 | 1.79 65 
and Q.| 2.32 | 2.38 | 2.44 -13 | 2.47 | 2.54 | 2.60 13 67 -68 68 BE Pocsacchvscavcleavesuledeces 





















































y-o is the difference between average price received by the company and the average price per hundred paid by the investor. 


Zz 
— is the ratio of the banker’s share to the value of the issue or issues at the price at which the investor absorbed them. 
x 


z 
- is the ratio of the banker’s share to the actual dollars received by the company. 
n 


Yield difference—difference between yield per dollar to maturity at price to the Company, and at price paid by the investor. 
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Taste IJ. Revation or Cost or FINANCING To ToTaL Cost oF CAPITAL AND To Re- 
TURN EARNED ON INVESTMENT. 

















Cost oF CAPITAL 
- RETURN EARNED 
YEAR All Bonds Equipment Trust | Miscellaneous ON 
Cost of | Cost of | Cost of | Cost of | Cost of | Cost of | Cost of | Cost of 
Financ-| Capi- | Financ-| Capi- | Financ-| Capi- | Financ-| Capi- | Invest- | Stock 
ing* talf ing* talf ing* talt ing* talt ment 
ee eT ee eT +52 7.29 -50 7.34 -56 2 a, Sen 7.01 -06 -45 
RRR re ey eee pray -47 7.21 -50 7.23 .08 6.76 -39 7.64 2.96 3-94 
Perr rr er ore +29 5.86 .26 5.92 +35 OOS. Tecavessc 6.00 3.74 4.85 
SE She b bees GA sana ess +32 5.61 -16 5.38 .38 5.72 -67 6.45 4.56 6.95 
OO rr e rr Cer rr rere -24 5.54 +23 5.61 .08 5.27 .86 6.11 4.44 6.70 
| Se oer ere ee +24 5-45 -21 5.63 «31 5.06 1.20 5.20 5.00 8.19 
| Rr rere hee ee +21 5.24 .18 5.36 +24 4.97 -54 5.26 5.15 9-44 
OS er eer ree Tor er. s -16 5.06 .16 5.16 10 4.61 -74 oe rae Ven 
aon Lp and send wale bee hione 27 5.67 .25 5-74 -26 5-43 -78 6.06 3.78 6.54 
192 
er -14 4.73 12 4.71 .09 4.37 -65 ES Saami | faeces 
and Quarter.............6. -13 4-72 +13 4-75 <Ir BA Aisiccceen ao ae Serre Spree 



































* Difference between yield per dollar to maturity at price to the company, and at price paid by the investor. 
+ Yield per dollar on securities for which price to the company is available. 


This lower over-all cost of money has 
been manifest both in a lower interest 
rate, and in lower financing costs; that is 
to say, the banker’s share has declined 
with the decline in average yields. The 
steady downward trend has been as 
marked in the one as in the other, and 
this is practically true, no matter which 
method of computing cost of financing is 
adopted (Table I). Whereas in 1927 the 
share of the bankers for their services 
was 0.16 cents per dollar per year to the 
maturity of the security (by the yield 
difference method), this charge had 
fallen in the first quarter of 1928 to 0.14 
cents (by the yield difference method), 
and in the second quarter to 0.13 cents. 
The differentials for bonds and for equip- 
ment trust certificates were slightly 


higher in the second quarter than in the 
first quarter of 1928; and for equipment 
trusts the average is about the same as 
for 1927. 

For convenience in comparing these 
capital costs with return earned, a con- 
solidated table (Table II) has been com- 
piled to bring together the significant 
results for the entire period of railway 
operation under the Transportation Act, 
i. e., May, 1920, to July, 1928. 

The lower over-all cost of capital has 
been paralleled by lower cost of financing 
—a satisfactory indication not only of 
the amount of: capital seeking invest- 
ment, but also of the improved credit 
position of the railway industries as a 
whole. 

H. B. Dorau 





PUBLIC UTILITY FINANCING DURING THE SECOND 
QUARTER OF 1928 


NOTEWORTHY feature of pub- 
A lic utility financing not only in 

the second quarter of 1928, but 
throughout the period from 1919 to date, 
is the steady decline in the yields on pre- 
ferred stock. Whereas preferred stocks 
were always 7 “‘per cents” in the early 


years of the summary, they are now in 
1928 below 6% or, to be exact, 5.78% 
per dollar in the first quarter and 5.66% 
per dollar in the second quarter (Table 
I). This evolution shows strikingly 


the changed position of the public utili- 
ties in the money market. In spite of 
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SUMMARIES OF RESEARCH 


their enormous expansion in the last 
decade, lower cost of money is a satis- 
factory proof of their improved credit 
position and stability. 

The consistent downward trend in 
yields of preferred stocks has been inde- 
pendent of the volume. Though the vol- 
ume of preferred stock issues has steadily 
increased, they have represented vary- 
ing proportions of total stock issues. 
Thus, in the first quarter of 1928, pre- 
ferred stocks were 76% of all stock, and 
stocks were 21.49% of all public utility 
issues. In the second quarter, preferred 
stocks were 38.1% of all stocks, and 
stocks were in turn 46.04% of all public 
utility issues. In 1927 preferred stocks 
were 64.7% of all stock issues, and stocks 
were 28.5% of all public utility financing. 

It will be noted in Table II that the 
weighted yields on all classes of securi- 
ties are only a little lower than the 
yields on preferred stocks. The yield 
per dollar on all classes of securities in 
the first quarter of 1928 was 5.09% and 
in the second quarter 5.18%. For the 
same _ two periods in 1927, the yields 
were 5.43% and 5.34% respectively. 
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TaB_e I. SimpLeE AND WEIGHTED AVERAGE YIELD AT 
OrrerinG Price or Att New _Pusuic Urizity 
PREFERRED Srock IssuEs, 1919-1928 


























.Number 
.of Pre- |Weighted| Simple % of 
Years ferred | Avera Avera: Total 
Issues Yiel Yie Stock 
WN Bice cacvccans 7 7.48 7.16 59.8 
3920 8... ccccces 13 7.23 7.38 52.2 
Or ere 9 7.68 7.47 22.21 
1942 @...0cccccccs 35 7.09 7-34 41.7 
NOG eo cee cnnes 44 6.96 7.19 58.8 
7 7 87 6.93 7.09 45.6 
pt errr 96 « 6.70 6.98 61.5 
1926h........... 86 6.73 6.74 44-3 
NOOO. cyeuncees WI 6.04 6.49 64.7 
aes —— pate’ 
a Be gicied cates 488 6.68 = 6.91 52.7 
192 
1st Quarter 7... 23; 5-78 = 6.09 76.0 
2nd Quarter k.. 35' 5.68 6.12 38.1 





a Two items omitted because of insufficient information— 
Total amount $3,250,000. 

b Three items omitted because of insufficient information— 
Total amount $1,594,900. 

c A total of $10,465,609 omitted because of insufficient infor- 
mation. Number and value of each item unknown. 

© items omit use of insufficient information— 
Total amount $5,910,000. 

eOne item omitted because of insufficient information— 
Total amount $748,386. ; 

Five items omitted because of insufficient information— 
Total amount $6,532,800. A 

g.Six items omitted because of insufficient information— 
Total amount $6,685,000. ; 

h Three items omitted because of insufficient information— 
Total amount $2,725,000. : i 

t Two issues omitted—no yield given—offer 1 share of com- 
mon and 1 of preferred—Total amount $24,050,000. 

j One item omi because of insufficient information—- 
Total amount $200,000. fs 

kOne item omitted because of insufficient information— 
Total amount $1,000,000. 

UIn the total for stock in sane appears a sum of items amount- 
ing to $13,414,880. The individual items making up this sum 
are unknown. The amount is distributed between common and 
preferred on the basis of percentage relationship of items 
known. Seventy-eight per cent. of total of 11 months, excluding 
an unusually large item of $8,900,000 occurring in common, is 

referred stock. Seventy-eight per cent. of $13,414,880 is 
10,463,606. This is added to total preferred stock for the 11 
months. The remainder is added to the common. 





TaB_Le IJ. WEIGHTED AND SIMPLE AVERAGE YIELD AT OFFERING Price oF New Pus ic 
Uriuity Security Issues 




















Att Types oF SECURITIES 
l Bonps AND 
- All Maturities Long-Term Short-Term Notes 
EAR i 

Weighted] Simple | Weighted] Simple | Weighted} Simple | Weighted} Simple 

Average | Average | Average | Average | Average | Average | Average | Average 

Yield Yield Yield Yield Yield Yield Yield Yield 

LC Oe pear been 6.55 6.68 6.21 6.25 6.78 7.03 6.54 6.67 
MME eee aiosci ci cicte crtiss ern meccid 7.55 7.64 yee? 7.59 7.59 7.68 7.53 7.62 
LOT Sear ae ener ier 7.13 P47 7.11 7.42 re: 7.66 7.1 7.45 
LO ee are eae 6.06 6.34 6.03 6.32 6.39 6.53 6.03 6.34 
MIR ssre, oh ves ace al ecsrelss cease aie 6.04 6.31 5.99 6.26 6.73 6.72 6.11 6.29 
Reape solo ae eres tren pea 6.03 6.14 6.04 6.16 5.97 6.04 5.98 6.12 
MMi Accs cpr ce irene) 5.58 5.81 5.66 5.83 5.55 5.86 5.56 5.78 
Ness ductive areal wes 5.53 5.72 5.52 5.70 5.77 5.82 5.44 5.66 
= Be seal tae vera ee ue cri e 5.24 5.61 5.25 5.57 5.11 or 5.12 5.57 
Ist Quarter.......... 5.09 5.52 5.08 5.45 5.52 5-94 5.14 5.49 
and Quarter.......... 5.18 5.47 5.14 5.42 5.54 5.62 5.15 5.42 
TE STR: Se Te Eis. ee oa) emote meer ery prem aene 
Ani a es TO ey “eee CARs er) a ee) One ee 
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TaB_e III. InpEx Numsers or VoLuME oF Pusuic Utitity FINANCING, 
Ig919-1928* 








1922 | 1923 | 1924 | 1925 | 1926 | 1927 | 1928 








1919 | 1920 | 1921 

By Months 
BRBURIG 6. 365s ses ons ses 100 67 55 
February.............. 48 28 25 
REBEOWs 0:56: sa seie seen 25 a7 25 
A mre 5 38 25 
) PT I 15 38 35 
BIO sissies os sak es noses 26 20 9 
SMW 6. eduasscankusaes 41 25 115 
UR isis sioeslpateeee 20 II 33 
September............. 54 44 34 
NRDMIND ao s550-6 sos 4 06 24 33 a3 
November............. 8 21 119 
December... <...6:.. 524% 20 63 53 

By Quarters 
Ist Quarter............ 100 71 61 
2nd Quarter........... 27 56 41 
jrd Quarter............ 67 47 105 
4th Quarter............ 30 68 119 
BY BORIB o6 ocksisae cade 100 107 145 











172 129 


212 | 246 | 330 | 373 | 427 


46 122 112 199 173 259 176 
47 66 89 172 125 314 220 
43 94 78 144 115 158 190 
50 64 112 69 182 165 318 


150 66 233 103 230 214 203 


96 92 122 118 181 130 317 


44 21 104 go 177 Py i 
22 40 62 93 58 OA Wee cass 


147 34 ay b 6 Ce) 38 FEB) | o.. ones 


59 
43 161 69 102 136 21 | eee 
54 135 III 153 114 BGR” Paserccces 


80 164 162 299 240 424 340 
271 168 | 344 | 295 | 487 
141 170 159 


55 
Iol 206 169 201 217 CC eee 























*Volume for January, 1919, First Quarter, 1919, and Year 1919 used as basis for computing index numbers for months, quarters, 
and years respectively. Compiled from the monthly record of new capital flotations of the Commercial and Financial Chronicle. 


The decline in total volume of public 
utility financing which might have been 
expected after the peak of 1927 and the 
drop early in 1928 failed to materialize. 
In June the monthly index reached 317 
and aided in establishing a new high- 
mark for the quarter, second only to the 
record made in the fourth quarter of 
1927 (Table III). 

At the same time public utility issues 
constituted a greater proportion of total 
capital requirements. In 1927 public 
utility requirements were 30.26% of 
total financing, and 40.90% of all cor- 


porate financing. In the first quarter of 
1928 public utility totals were 27.07% 
of all and 36.29% of corporate; and in 
the second quarter they were 32.25% of 
all, and 41.38% of corporate. 

Some slight changes occurred in the 
distribution of issues among utilities. In 
the first and second quarters respect- 
ively, the gas industry was responsible 
for 12.38% and 9.72% of the total utility 
issues; gas and electric companies 
24.16% and 12.59%; railway and electric 
companies 20.69% and 28.61%. Other 


classes did not change appreciably. 
PETER LEININGER 
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COMMENTS ON LEGISLATION AND 
COURT DECISIONS 


FORESTS AND FLOOD CONTROL* 


handling of forests is not a sub- 

stitute for engineering works 
in flood control but should supplement 
the work of the engineers. In the first 
place, forests always had a limited in- 
fluence on the floods of the Mississippi 
Valley. Not more than 40 % of the Basin 
was originally in forests and this has 
been reduced to 20% of the total area. 
A large part of the present so-called 
“forest” area is really denuded and “‘idle 
land”; the remainder has been made into 
farms and most of it will remain in this 
use. 

However, the remaining forest land 
and other land which should be in for- 
ests, are important in controlling floods. 
Floods are the result of a rapid run-off 
after heavy rainfall; the more water sent 
into the air by evaporation or transpira- 
tion and the more water that can be in- 
duced to enter the soil, the smaller will 
be the “flashy run-off.” Secondly, the 
run-off is responsible for the erosion of 
the soil which fills the streams with sedi- 
ment, adds to the volume of the water 
and to its corrosive power. 

Forests break the fall of rain and ab- 
sorb enormous quantities of water in the 
litter and humus of the forest cover 
which gradually percolates into the soil 
and finally reaches the streams and 
lakes. Water flowing over the surface in 
a forest is broken in its flow and little 
erosion takes place. The capacity of a 


RR ‘erating of foes and the proper 





*Summary of Circular No. 37, United States De- 

partment of Agriculture, August, 1928. E. A. Sherman, 

The Protection Forests of the Mississippi River Wa- 
tershed and Their Part in Flood Prevention.” 


forest to act in this manner depends 
upon the kind of forest. A thick stand 
of small trees and underbrush is more 
effective than an open stand of mature 
trees where the humus and small growth 
have been destroyed by fire. Other vege- 
tation acts in the same way as forests 
though not as effectively in all cases, 
especially on steep slopes. The preven- 
tion and control of forest fires are there- 
fore of utmost importance in making 
forests effective in flood control. 

A detailed study of the Mississippi 
Basin was made by the United States 
Forest Service and the critical areas were 
mapped and classified into “‘beneficial,”’ 
“neutral,” and “detrimental.” Regions 
where deterioration by erosion and 
heavy run-off occur were classed as “det- 
rimental,” those which are not the 
source of heavy deposits of silt and flood 
waters were called “beneficial,” and 
those which have had some deterioration 
but are now static or are perhaps im- 
proving were called “neutral.” 

On the basis of this classification vari- 
ous measures were recommended. It is, 
of course, taken for granted that idle 
land in farms and submarginal land in 
general should go back into forest use 
whether of direct benefit for flood con- 
trol or not. However, protection forests 
are recommended in the Appalachian, 
Ozark and Ouachita Mountains, the 
Cumberland Plateau, certain critical 
areas in the South and on the head wa- 
ters of the Wisconsin (p. 32). These 





1 See Fig. 6, p. 20 (or Table 7, p. 44), reproduced here 
as Chart I. 
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PRESENT INFLUENCE OF 
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CRITICAL EROSION AREAS IN 
MISSISSIPPI RIVER WATERSHED 


























should be national forests but should be 
supplemented by other forests owned by 
states, counties and municipalities. 
Many small critical areas, at present sur- 
rounded by agricultural lands, are well 
suited to public ownership by state and 
local governments. Game refuges on 
over-flow lands are recommended, as 
well as better control over the remaining 
public domain. The “Bad Lands” of 
the Dakotas and adjacent states and the 
“Breaks” of Texas and Oklahoma, al- 
though not parts of the forest lands of 
the United States, are such serious ero- 
sion and flood regions that the Forest 
Service urged further study of them. 


So much for public action. But ero- 
sion and floods are not confined to com- 
mercial forest lands. There are about 
115,000 square miles of farm forests in 
the Mississippi Valley. This land also 
must be operated in such a manner as to 
prevent erosion and heavy run-off. For 
this purpose farmers must be educated 
to keep steep land in sod and forests, and 
be instructed in the proper handling of 
woodlands. Plow land subject to ero- 
sion should be terraced. Present aid 
for forest planting, extension instruction 
in handling wood lots and the control of 
erosion should be greatly increased. 

GeorcE S. WEHRWEIN. 
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BOOK REVIEWS 


Thompson, John Giffen. Ursanization: Its 
EFFEcts oN GOVERNMENT AND SOCIETY. 
New York: E. P. Dutton & Co., 1927. 
Dp. xiii, 618. $6. 


Anyone who has considered a few of 
the many problems suggested by the 
sub-title of this work or who reads the 
first two chapters on “The Rural Bias” 
and “The Urban Bent” cannot but ad- 
mire the courage of the author and look 
forward with curiosity to the remaining 
chapters of the 700-page volume. In the 
first two chapters Mr. Thompson lines 
up the antagonists. He can show an im- 
posing array in the camp of the agrari- 
ans, leading thinkers and prominent 
writers who from Xenophon to Professor 
Carver have asserted the superiority of 
rural life in one or more fundamental 
regards. On the other side a hardly less 
imposing group has seen in city life the 
spring of most that has been valuable in 
the past as well as present civilizations. 
Of course, Mr. Thompson does not pre- 
sent the authorities to which he refers 
as narrow minded disputants but he does 
indicate rather clearly a decided and un- 
mistakable difference of opinion as to 
the political and social value of urban 
living. 

With this preliminary survey the ex- 
amination of evidence begins. The au- 
thor takes up the historical evidence, 
particularly as presented in the English 
language, as to the effect of urbanization 
on civil liberty, economic freedom, po- 
litical liberty, initiative and public spirit, 
efficiency of government, health, phy- 
sique and natural growth of population, 
moral standards, religious organization, 
military preparedness, and social and po- 
litical stability. He does not limit him- 
self to any age or civilization, but covers 
in different chapters Greece and Rome, 


the Middle Ages, modern Europe, and, 
with greater detail, the United States. 
His reading has been wide and his spe- 
cific and accurate references make a 
splendid bibliography. The attitude of 
the writer is scholarly and judicial and, 
therefore, affords a decided relief from 
the impassioned views of those often 
conspicuous propagandists who urge 
that the economic or social welfare of 
some one occupation or group is of 
especial concern to the nation. Mr. 
Thompson believes, in general, that the 
urban community has been painted in 
too dark shades but no one can accuse 
him of using whitewash freely. A short 
excerpt from his concluding chapter is 
characteristic: 
“““That there are in the cities extremely 
grave problems pressing for solution—prob- 
lems whose solution will tax the best of 
human intelligence, ingenuity, and good will 
to accomplish—cannot be denied. But the 
country, too, has its seriously grave prob- 
lems to meet and solve; and by practically 
universal admission the city is making far 
more rapid progress than the country in the 
solution of their respective problems. How- 
ever, with all possible improvement in both 
city and country, the former is likely to re- 
main essentially what it is today—with all 
its extravagances and excrescences a superior 
center and sphere of human cooperation 
along the multifarious lines of industry and 
of political and social organization and ac- 
tivity for which the countryside is not suited, 
and not least of all for those activities that 
are carried on within its limits directly in the 
interest and for the sake of rural life itself.” 
With these virtues the book has evi- 
dent shortcomings, many of which were 
almost unavoidable if the subject were 
to be covered in one or even two or three 
volumes. The most conspicuous is the 
lack of any definition of urbanization or 
careful distinction of its various forms. 
The author undoubtedly realizes the dif- 
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ferent motives and organizations of me- 
dieval London and modern New York. 
Though both are forms of urbanization, 
he does not clearly show their dissimi- 
larity. He is perfectly aware that urban 
social organization is not homogeneous. 
For instance he writes, ““These contrast- 
ing views appear to afford a very good 
reason for suspecting that different ele- 
ments in the urban population and dif- 
ferent types of the rural element may 
differ among themselves, respectively, 
quite as much as, at times perhaps even 
more than, the urban population as a 
whole, with reference to political and 
social characteristics.” Yet the final 
view is so broad that these significant 
differences are almost, if not entirely, 
neglected. 

Another, and perhaps more serious re- 
sult of so sweeping a treatment is the 
failure to hold to any classification of 
urban communities by size. Certainly 
the social and political organization of a 
“city” of 3,000 cannot be treated or ac- 
curately included under the term urbani- 
zation with a metropolitan center with- 
out some distinction. This form of treat- 
ment also neglects the important facts 
and opinions resulting from Professor 
Huntington’s study of successful and 
prominent professional and business men 
from which he concludes “that the sift- 
ing power of the cities is bad for rural 
districts and large cities but good for the 
small cities.”” Closely allied to this neg- 
lect of population groups is his indiffer- 
ence to a subject which has been so 
prominent in recent English thought, 
namely, the question of the most de- 
sirable size of cities. This he dismisses 


by saying, ““How much farther the city- 
ward movement may go or when it may 
have gone far enough, no man nor group 
of men is wise enough to determine. 
. . . Human intervention therefore will 
wisely confine itself to a careful antici- 
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pation and application of the means that 
are best adapted to the purpose of dead- 
ening the shock of adjustment that these 
forces may be relied upon surely, though 
perhaps somewhat rudely, to make.” 
Such an opinion might be challenged 
seriously on several grounds but it is 
cited here merely to indicate a lack of 
appreciation of what is to many students 
of urban affairs the most serious problem 
of urban life. 

“Urbanization” seems to be a work 
that should have been written. It should 
do much to dispel prejudices and make 
for more careful and considerate judg- 
ments. Its disappointments are perhaps 
the result of carefully outlining the prob- 
lem but not the difficulties and limita- 


tion of material. 
CoLeMAN Woopsury 


Hormell, Orren C. Exectriciry 1n GREAT 
Britain—A Stupy 1n ADMINISTRATION. 
Supplement to National Municipal Re- 
view. Vol. xvit, No.6. 25 cents. 


In Great Britain the government has 
had to step in to bring about the eco- 
nomic development of the electricity 
supply business. “Approximately two- 
thirds of the public supply of electricity 
isin municipal hands” and these local au- 
thorities have been handicapped in the 
building of systems by jealousy among 
themselves, statutory entanglements in 
territorial expansion, contributions for 
the relief of local taxes, “reproduction- 
cost” purchase valuations, and many 
lesser conflicts of law and economics. 
Private distributing companies have 
been under the burden of inadequate 
finance, municipal purchase which would 
break up a system, restricted service 
area, heavy local taxes, and other minor 
limitations. These companies have fared 
little better than the municipals. 

Private electric power companies are 
wholesalers of electricity and conse- 
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quently have been given larger market 
areas which are nevertheless limited in 
size. They have been well protected in 
operation in that they are not subject to 
public purchase and they have been ac- 
customed to make contracts covering a 
minimum period and a minimum return 
on investment involved. Many of these 
large power companies have been able to 
control both the production and the dis- 
tribution of electricity for certain large 
industrial areas through the media of 
stock ownership and interlocking direc- 
torates. The integration of control of the 
power companies extends to electrical 
equipment and supply companies and to 
electric utilities in other countries. Yet 
the British have not used very exten- 
sively the American type of holding com- 
pany. 

Great Britain has been behind other 
countries in the application of electricity, 
using only about 200 units of electrical 
energy per capita, while Canada uses 
goo; the United States, 500; and Bel- 
gium, 230. Investigation showed that 
most of the generating stations were 
small and uneconomical. To remedy 
these matters legislation has been passed, 
culminating in the Electricity (Supply) 
Act of 1926. Operation under this Act 
may be briefly summarized. 

An Electricity Commission was cre- 
ated by the Act of 1919 and works in 
cooperation with the Central Electricity 
Board created by the Act of 1926. The 
Commission is, in general, the regulatory 
body. While the private companies are 
subject to the same general laws as the 
public companies, their financial report 
is made to the Minister of Transport. 
Public companies report to the Commis- 
sion on prescribed forms. Regulation of 
rates is secured through the special order 
originating the “undertaker” which sets 
maximum rates; a later revision of that 
order by the Minister of Transport; a 
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sliding scale of dividends and rates for 
companies purchasing from the Board, 
subject to approval of both Houses of 
Parliament; and the extension of the use 
of the “two-part tariff” at the discretion 
of the Commission subject to the ap- 
proval of the Minister of Transport. 

In addition, the Electricity Commis- 
sion administers the technical side of the 
industry. The Commissioners select the 
geographical area within which the elec- 
trical supply utilities are to be physically 
integrated and work out technical mat- 
ters to secure the desired results. These 
plans are called “schemes.” 

The “scheme” is presented to the Cen- 
tral Electricity Board which includes 
representatives (as at present consti- 
tuted) of private and public electricity 
companies, labor, commerce and bank- 
ing. But the financial and industrial in- 
terests dominate as this is the side of the 
“scheme” which the Board is expected 
to pass upon. The Board may adopt the 
“scheme” with or without amendment 
and provision is made to handle com- 
plaints of interested parties. The Board 
is vested with the duty of operating the 
accepted “‘scheme,” and its position may 
be likened to that of a wholesaler who 
has control of the source of supply of 
commodities handled. The Board whole- 
sales to jobbers who are the local distrib- 
uting companies (public and private). 
But the action of the Central Electricity 
Board is in general under the supervision 
of the Electricity Commission. 

Each “‘scheme” contemplates the pro- 
vision of economical generating stations 
(new or enlargements of existing sta- 
tions), interconnection of these stations 
and transmission of the output to local 
markets for distribution, and the stand- 
ardization of frequency. 

Public purchase of private companies 
is generally to be on the basis of “pru- 
dent investment” valuation, which re- 
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moves one cause of the uncertainty of 
unexpected public purchase. Labor 
problems, such as wages and working 
conditions, are being handled by the 
“Whitley Councils” which have been 
“remarkably successful.” In their pres- 
ent experiment with the development 
of the electricity supply the British “are 
protecting the status quo (1926) with re- 
gard to public ownership and private 
ownership, although it is believed that 
the incentive for the purchase of private 
enterprises by local authorities has been 
greatly weakened if not entirely re- 
moved.” 

Professor Hormell has given an excel- 
lent presentation of the administrative 
mechanism in which he is primarily in- 
terested. He makes few comparisons be- 
tween the United States and Great 
Britain and does not bring out sharply 
the underlying technological situation. 
In Great Britain, a large number of small 
generating stations have been prevented 
from keeping abreast of technical prog- 
ress by the limited jurisdiction of local 
authorities or the threat of piecemeal 
public acquisition of a private system. 
The establishments which have made 
some progress have been those freed from 
public purchase restrictions or the very 
large municipal plants. Local stations 
could not economically be intercon- 
nected heretofore because of the lack of 
a uniform frequency. 

In the development of the present 
large interconnected systems in the 
United States, standardization of fre- 
quency, of voltage, and of much equip- 
ment and practice has been effected. 
None of these can be said to be standard- 


ized throughout the country but over 
any considerable (electrical) area the 
statement is true. Where political boun- 
daries have introduced regulative diffi- 
culties, the holding company, through 
control of a company under each juris- 
diction, still allows advantage to be 
taken of engineering economy. All this 
has been worked out by private initia- 
tive under the stimulus of private com- 
petition. The Central Electricity Boards 
of the United States are the holding com- 
pany managements; the Electricity Com- 
missions are their consulting engineering 
subsidiaries. That public ownership is 
not more prevalent in the United States 
may be partly attributed to private initi- 
ative in developing economical elec- 
tricity supplies in order to be in position 
to provide service at suitable rates in an- 
ticipation of public dissatisfaction. 

While Great Britain now finds it nec- 
essary to spend money to bring about an 
economic integration of the electricity 
supply industry after paying relatively 
high rates during the past years, the 
United States has been securing elec- 
tricity integration and enjoying rela- 
tively low rates while so doing. 

The Transportation Act of 1920, 
which proposes the further integration 
of steam railways, may, however, be re- 
garded as a precedent for the British 
Electricity (Supply) Act of 1926 but is 
itself preceded by the British Act of 
1919. 

The question seems to be one of “what 
price progress”? Private intiative may 
get out of hand and require some regula- 
tion while public initiative may become 


strangled and require some stimulation. 
E. O. Matotr 
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This advertisement is one of a series of newspaper advertisements 
being run by Westinghouse on behalf of public utilicy companies. 
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The top of the pass! To-day, just as in the remote Bib- 
lical age when herdsmen tended the flocks of 
these nomad tribes drive their flocks each season up from 
the patched desert to the high table-lands of the Cau- 
casus, green with life-giving grass. ; 


We moderns of the West make no such forced: marches. 
in search of food. In our lands of little rain, electricity 
water to make the desert bloom. Sone ae 
the herdsman’s home and milks the cows in his stable. 
Electricity powers the great network of transportation . 
and communication which binds city and country into — 


one complex system of civilized living. 


This cecal ap 
nltitnde of products 
which contribute ‘0 ‘the Yet, as Thomas A. Edison ies se “The electica 
ciency comfort: o evelopment 6 erica has 
tes a as there remains a single task being fi en and 
aide cherry ans ae women which electricity ‘could do as well, so long will 
ility. that development be incomplete.” 
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